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The Rise in Chinese Tourism and Its Effects on the

Balance of Payments
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hina has been running a current account surplus

since 2000, which has been a policy issue regarding

exchange rates and currency manipulation.! A current
account surplus means that China has been a net lender
to the rest of the world.? China’s current account surplus
reached 10 percent of gross domestic product (GDP) in
2007 and then started to decline until 2011, when it fell to
1.8 percent of GDP. The current account surplus has been
stable since then, with a slight tendency to increase in more
recent years. In particular, in 2015, the current account was
around 3 percent of China’s GDP, but it has not returned
to the high levels reached in 2007. What are the main fac-
tors behind the decline?

China’s trade surplus has been dampened by an
increasing deficit in services driven by tourism.

The current account is composed of three main cate-
gories: (i) the trade balance (net earnings on exports of
goods and services minus payments on imports of goods
and services); (ii) the net income to foreign factors (com-
pensation of employees, investment income); (iii) and
transfers.

In China’s case, the main component behind the cur-
rent account trend is a decline in its trade surplus. A trade
surplus indicates that China has been earning more on its
exported goods and services than it has been paying for its
imports (i.e., it has had positive net exports). As Figure 1
shows, net exports in China, as a percentage of GDP, closely
track the current account and have been declining since
2007. Indeed, the trade surplus was around 9 percent of
GDP in 2007 and fell to 3.5 percent of GDP in 2015. This
decline has been driven by both a decline in the surplus of
traded goods and an increase in the deficit of traded ser-
vices (Figure 2). However, the goods surplus has picked
up again since 2011, while the services deficit has become
more pronounced. Interestingly, trade in services was
roughly balanced between 2000 and 2007 and later became

Figure 1
Current Account and Trade Balance (as a Percent of GDP)
Percent
12
10 == Current Account
— Trade Balance
8
6
4
2
0
')«QQQ ’)901 ’LQQD‘ '),ng 100% 79\6 100’ ,Lg\b‘

SOURCE: State Administration of Foreign Exchange (SAFE) of the People’s Republic
of China, World Bank, and author’s calculations.

Figure 2
Goods and Services (as a Percent of GDP)
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SOURCE: SAFE, World Bank, and author’s calculations.

a deficit, reaching around -1.7 percent of GDP by 2015.
Thus, even though the value of China’s exported goods has
exceeded the costs of its imports, China has been import-
ing more services than it has been exporting. Even more
interesting is the fact that the increase in China’s services
deficit has prevented its current account surplus from ris-
ing despite the increased trade surplus in goods.

Figure 3 shows the main categories of China’s interna-
tional trade in services. One category stands out: travel
services, which includes mainly tourism. China’s increasing
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Figure 3
Decomposition of Services (as a Percent of GDP)
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services deficit has been driven mainly by overseas tourism- ~ Notes

related consumption. According to a recent report, two
population groups in China have been driving tourism:
Millennials (young people 15 to 35 years of age) and a
growing middle class.* The report indicates two primary
reasons for increased tourism by these two groups. On the
one hand, young people travel for exposure to overseas
experiences. On the other hand, Chinese travel for shop-
ping, which accounted for 30 percent of overseas Chinese
spending in 2015. The prime shopping destination cur-
rently is Hong Kong, but new destinations such as Japan,
Korea, and Europe are expected to become increasingly
popular.

Opverall, the increasing trade deficit in services, spurred
mainly by the rise in tourism, seems to be an important
factor in the recent trend in China’s current account. As a
result, the current account surplus is increasing only slightly
despite a larger increase in net exported goods in recent
years. What factors could change this trend? Fluctuations
in exchange rates in the main destinations for Chinese
tourists could affect tourism. For instance, a depreciation
of the yuan could slow the increase in the travel services
deficit while concurrently increasing the earnings in exports
of goods—all of which could generate a larger current
account surplus. m
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