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Demographic Change and Chinese Trade Surplus:
Theoretical and Empirical Analysis

WANG Wei

(Institute o f Finance and Economics ,Shanghai University of Finance

and Economics » Shanghai 200433 ,China)

Abstract: This paper examines the effect of demographic change on
Chinese current account balance by constructing a three-period overlapping
generation model in a small open economy. The theoretical analysis predicts
that the decrease in young dependent ratio gives rise to the increase in the
gap between aggregate savings rate and investment rate, thus leading to cur-
rent account surplus,and population aging results in the decrease in savings
rate, thus having a negative effect on current account balance. Then it makes
an empirical study by using provincial panel data from 1993 to 2009 in Chi-
na,and confirms the predication of the theoretical model. It shows that de-
mographic change provides an explanation of nearly 45% of the change in
current account balance in China. After the control of other explanatory vari-
ables, the effect of population age structure on current account balance is still
significant and the estimation results are also very robust to alternative indi-
cators of current account balance,the choice of population age structure vari-
ables and dynamic conditions of the model.

Key words: demographic change; savings; investment; current ac-
count balance
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