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The widening trade surplus in China and the growing trade deficit in the United States since the
pandemic have reignited discussions about global economic imbalances. Many concerns focus on
whether China’s surpluses stem from industrial policies aimed at boosting exports in response to weak
domestic demand. However, a deeper macroeconomic perspective reveals that these trade balances are
primarily influenced by domestic economic factors rather than just policy measures.

During the pandemic, China’s trade surplus surged, initially driven by increased exports of
" medical equipment and shifts in consumer behavior toward goods over services. However, by late 2021,
domestic demand weakened due to a property market correction and ongoing lockdowns, resulting in
' higher household savings and reduced investment. In contrast, the U.S. saw a surge in demand fueled ]
_ by government spending and declining savings, leading to a deteriorating current account balance.

X This scenario iltustrates two key points® fivst, global real interest rates have risen, clia]lenging
the notion of a global savings glut; second, both countries’ external balances are predominantly shaped

* by domestic conditions.

For China, it is crucial to implement structural reforms to address imbalances, particularly in
_ the property sector and in light of an aging population. The U.S. also requires significant fiscal

adjustments to improve its external balance.

Concerns regarding industrial policies persist, as China’s extensive subsidies can lead to trade
tensions and affect global competitiveness. Bstablishing effective multilateral rules and narrowing the
focus of industrial policies are essential for maintaining fair competition. Addressing these underlying

" domesticissues will be critical for achieving sustainable economic balances in both nations and fostering '

" amore stable global economic environment.

BB '

Pierre-Olivier Gourinchas, Ceyla Pazarbasioglu, Krishna Srinivasan, Rodrigo Valdés, 2024, “Iirade Balances
in China and the US Are Largely Driven by Domestic Macro Forces: Worries that China’s external surpluses
result from industrial policies reflect an incomplete view” IMF Blog, 2024.9.12.

httpsifwwwimf orglen/Blogs/Articles/2024/09/12/rade-balances-in-china-and-the us-are-largel

- domesticmacro-forces Accessed 2024.10.07
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In fact, capitalism is a bit like Schumpeter himself: bold and vital,
fizzing with new ideas, never at rest. Underneath Schumpeter’s
surface of sparkle and wit, however, was a troubled mind, and in the
capitalism that he tried to understand he perceived a dark side. ‘Can
capitalism survive?” Schumpeter asks. ‘No. I do not think it can’

Capitalisms liveliness contains seeds of gloom that will destroy
it. To explain why, Schumpeter did something unusual for an
economist, He made an argument about the politics and culture
of capitalist society, not its economics. Karl Marx explained why

capitalism was doomed in terms of économics: as the capitalists
take more and more of whats produced as profit, the workers get
less and less until the whole system shatters. For Schumpeter,
however, there was no problem with the economy of capitalism.
The problem was in the effect that capitalism has on people’s
broader attitudes, especially when firms get bigger. When entre-
preneurs are successful, firms grow. Eventually giant corporations
appear. They use advanced technologies to spray out new goods,
Innovation can then be carried out using rational methods, often
in specialised company research departments. Think of one of
today’s big companies, such as Apple. It has various research teams:
some produce new software, some develop faster and lighter
iPhones, others create more powerful laptops. What used to be
visualised in a flash of genius by an entrepreneur now gets done
using tried and fested procedures. Economic progress becomes
automated in company policies and committee meetings.

(HHA7) :
Niall Kishtainy (2017) A Little History of Economics, Yale Universitv Press,

p.113 Reproduced with permission of the Licensor through PLSclear.
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