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Introduction 

This lesson resource encourages students to consider the issues associated with economic forecasting, and 

then applies the concept of economic forecasting to the Chinese economy. This is an ideal lesson task for 

returning Year 12 students following the AS summer exams, as it starts to consider the nature of the global 

economy and its key players, as well as supporting students in thinking critically about the usefulness and 

accuracy of economic data. 

 

Warm Up Task – it’s all about you! 

This task is a way of getting started on the topic of economic forecasting, and is perhaps a good task to 

complete for homework. Each of the following questions relates to you and your likely future. Answer the 

questions as honestly as possible! 

1. What would you like to be doing in life in two years time? (Think about possible educational 

courses, jobs, location, family life, areas of interest and hobbies) 

 

 

2. What aspects of your current situation make your plans likely to happen? (Think about current 

grades, attitude to work, family situation, confidence, skills, hobbies etc) 

 

 

3. What aspects of your current situation make your plans less likely  to happen? 

 

 

4. What alternative opportunities might arise in the next two years that make you alter your current 

plan? How significant might they be? 

 

 

5. What possible barriers or problems might arise in the next two years that make you alter your 

plan? How significant might they be? 

 

 

6. How confident can you be in your plans? 

 

 

7. How useful is your plan? 

 

 

8. Why is it important/not important to plan ahead? 
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Task One – economics quotes 

Read the ten quotes below from economists / forecasters, and then note down in the space underneath 

the quotes what you think these quotes suggest about the ability of economists to make forecasts. 

 “The only task of economic forecasting is to make astrology look respectable” J.K.Galbraith 

 “The key to making a good forecast is not in limiting yourself to quantitative data” Nate Silver 

 “The most reliable way to understand the future is to try to understand the present” John Naisbitt 

“People don’t realise we cannot forecast the future. What we can do is have probabilities of what 

causes what, but that’s as far as we go. And I’ve had a very successful career as a forecaster, 

starting in 1948 forward. The number of mistakes I have made is just awesome. There is no number 

large enough to account for that”. Alan Greenspan 

“If you have to forecast, forecast often.” Edgar Fiedler  

“Economists have allowed themselves to walk into a trap where we say we can forecast but no 

serious economist thinks we can. You don’t expect dentists to be able to forecast how many teeth 

you’ll have when you’re 80. You expect them to given good advice and fix problems”. Tim Harford 

“The curious task of economics is to demonstrate to men how little they really know about what 

they imagine they can design.” Friedrich Hayek 

“People tend to think that numbers are quite objective, but numbers in economics are not like this. 

Some economists say they are like sausages; you don’t really know what they are until you cut into 

them”. Ha-Joon Chang 

“Debates go on to this day about what caused the Great Depression. Economics is not very good at 

explaining swings in economic activity” Eugene Fama 

“Economics has never been a science – and it is even less now than a few years ago” Paul 

Samuelson 

a. What do these quotes suggest about the abiltiy of economists to make forecasts? 

b. Why do you think it is so difficult for economists to make accurate forecasts and predictions? (then 

check your thoughts against the suggestions on the following page) 

Extension tasks 

1. Take a look at this fascinating article by Graeme Littler on the fallacy of economic forecasting from 

the Mises Institute: https://mises.org/library/truth-about-economic-forecasting. 

2. Read this piece from the Economist in 2015 on the impact of forecasting public finances 

http://www.economist.com/blogs/buttonwood/2015/11/economic-forecasting-and-public-

spending  

3. Find 5 more quotations by famous economists / politicians / forecasters about  economic 

forecasting 

 

https://mises.org/library/truth-about-economic-forecasting
http://www.economist.com/blogs/buttonwood/2015/11/economic-forecasting-and-public-spending
http://www.economist.com/blogs/buttonwood/2015/11/economic-forecasting-and-public-spending
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Some notes on why economic forecasting is challenging 

These notes are adapted from lecture notes by David Hendry of Oxford University on the topic of forecasting. 

 The future is uncertain, and there can many unexpected exogenous shocks – these seem to be increasing in number  

 Economics is “non stationary” – there have been big changes in technology, legislation, the financial sector, policy 

regimes (e.g. end of Cold War, rise of IMF/World Bank free market approaches), social attitudes. That means that all 

econometric models have to changes every time the environment/economy changes, and this can be very frequent 

 Forecast failure doesn’t necessarily mean that the economic models are wrong 

o Here’s a good analogy – suppose that a rocket is meant to land on the moon on July 4th but is knocked off 

course by a small meteor and doesn’t land – it doesn’t mean that the rocket engineering is incorrect, or that 

the laws of physics are incorrect 

 Economic models contain large numbers of variables e.g. current data, probabilities, coefficients etc i.e. lots of numbers 

that can all be changing frequently and rapidly – very small changes in every number in an equation can amount to 

large changes in the final answer 

 Many of the figures that are entered into economic models may be based on poor data collection or statistical sampling 

error 

 

Task Two – assessing the current state of the Chinese economy 

Study the data below on the Chinese economy, and then write a short assessment of its current economic 

performance. 

Performance 
Indicator  

2011 2012 2013 2014 2015 

Population 1,347 1,354 1,361 1,368 1,375 

GDP per capita ($) 5,575 6,260 7,037 7,569 7,808 

Economic growth 
rate (%) 

9.5 7.8 7.7 7.3 6.9 

Annual rate of 
change in 
consumption (%) 

11.0 9.1 7.3 7.8 - 

Annual rate of 
change in 
investment (%) 

24.0 20.6 19.6 15.7 10.0 

Unemployment 
Rate (%) 

4.1 4.1 4.1 4.1 4.1 

Public sector debt 
(% GDP) 

14.9 14.5 14.8 15.0 - 

Annual CPI inflation 
(%) 

5.4 2.6 2.6 2.0 1.4 

Current account 
balance (% GDP) 

1.8 2.5 1.5 2.7 3.1 

 

Source: http://www.focus-economics.com/countries/china  

 

http://www.est.uc3m.es/amalonso/esp/ForcSldsCarlosIII10.pdf
http://www.focus-economics.com/countries/china
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Task three – Chinese recession? 

Read the following sources, and then using the knowledge from those sources, combined with the data from Task 

Two and your knowledge of economic forecasting, decide whether: 

a) Is it possible to judge whether China will enter recession? Why/why? 

b) Is it possible to judge whether a Chinese recession will cause a global recession? Why/why not? 

Source 1 

A “hard landing” would be tough for China. But it would still mean economic growth, if very slow growth by Chinese 

standards. At worst, it would mean stagnation. But now, evidence is piling up that the economy is actually shrinking. 

There is practically universal agreement outside official Chinese reporting that the economy hasn’t been growing at 

anything near the official and for most countries awesome rate of 7% in the last two quarters. 

In the US, we don’t know what our quarterly GDP growth is either. We get the first estimate, which may be negative, 

and then the second estimate, which may be worse. Then the third estimate may suddenly be positive, by which time 

people stopped paying attention. GDP continues to be revised years later. It’s tough to measure a big economy. But 

China doesn’t even revise its GDP growth number. It comes out shortly after the quarter ends and stands as rock-solid 

as the Communist Party itself. And it always matches or exceeds the decreed target. Hence no one believes it. 

Yang Jian, managing editor of Automotive News China, who has been fretting about plunging auto sales, put it this way: 
[E]ven some Chinese government officials remain wary of the reliability of economic data released by the National 
Bureau of Statistics.Li Keqiang, now Chinese premier, was one of them. When he was head of the local communist 
party in northeast China’s Liaoning province ten years ago, he invented his own method of gauging the national 
economy’s performance by relying on three variables government statisticians cannot easily inflate – electricity 
consumption, rail cargo volume, and bank lending. Li’s economic model has been widely adopted by researchers 
these days. In the first half of the year, except for bank lending, electricity consumption and rail car volumes 
across China both declined…. 

So how bad is the economy? 

If bank lending, the only still growing element of the three, is focused on throwing more money at zombie companies to 

keep them afloat, on bailing out toxic debt by replacing it with even more new debt, and on creating even more 

overcapacity and empty buildings that will never earn the returns to service the debt, well, then it’s not adding to 

economic growth in a sustainable way either. This is how New York Times reporter Michael Schuman described the now 

failing industrial principles of China via cement maker Lucheng Zhuoyue in Changzhi, a city of three million people: 

Changzhi and its environs are littered with half-dead cement factories and silent, mothballed plants, an eerie backdrop to the 

struggling Chinese economy. 

Like many industrial cities across China, Changzhi, which expanded aggressively during the country’s long investment boom, has too 

many factories and too little demand. That excess capacity, many economists indicate, will have to be eliminated for the Chinese 

economy to return to healthy growth. But rather than shut down, Lucheng Zhuoyue and other Changzhi companies are limping 

along in a kind of march of the undead. 

http://www.autonewschina.com/en/article.asp?id=13695
http://www.nytimes.com/2015/08/30/business/international/zombie-factories-stalk-the-sputtering-chinese-economy.html
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They’re losing money. Customers are disappearing. Yet, these already over-indebted companies are borrowing even 

more to stay afloat and keep going. “If we ceased production, the losses would be crushing,” Lucheng Zhuoyue’s 

general director Miao Leijie told the New York Times. “We are working for the bank.” 

With ghost cities and unneeded factories dotting the land, construction projects have been scaled back, and demand 

for cement has collapsed. Hence rampant overcapacity. A couple of years ago, the new government pledged to 

restructure the economy, weed out overcapacity, take the losses where necessary, and transition the economy to high-

value manufacturing, innovation, and services. Companies would be allowed to fold. And their debts would be allowed 

to default. But when economic growth 5piralled down, reform efforts stopped. Now the government and its state-

owned megabanks keep these companies alive by rolling over their debts, restructuring loans, and extending new credit 

and other aid to keep the old debt from blowing up. 

Source: http://davidstockmanscontracorner.com/china-entering-ugly-recession-not-just-a-hard-landing/  

 

Source Two 

An economic crisis in China could result in a world-wide recession, warned the International Monetary Fund (IMF). 

This was because China's financial links with the rest of the global economy was set to increase, the organisation 

said ahead of its spring conference in Washington next week. "It is likely that China's spillovers to global financial 

markets will increase considerably in the next few years", the IMF said. 

The warning comes at a time when there is continuing concern over the China slowdown and amid the Beijing 

government's efforts to shift its manufacturing dependent economy to one that is more dependent on domestic 

consumption. It also comes at a time when the central banks of developed nations such as the US Federal Reserve 

are taking a call on raising their interest rates after taking into account the economic activity in China and other 

emerging markets. 

The financial impact of China was also said to grow because of the opening up of its local bond and other markets 

to foreign investment. "China's financial integration with the rest of the world is expected to accelerate, and its 

financial influence abroad will likely catch up with its economic prowess" the IMF said. 

To cite a recent example, the Chinese turmoil at the start of 2016 gave the world's stock markets the worst start 

to a year since the financial crisis. The FTSE 100 index lost 5% or £81bn (€101.42bn, $115.49bn) in value, because 

of a crisis in Beijing. Last week, the Bank of England is said to have considered a Far East crash as one of the 

possible reasons for the next recession. To avoid a crisis in China's economy, IMF said that China has to have a 

"clear and timely communication of its policy decisions, transparency about its policy goals, and strategies 

consistent with achieving them will, therefore, be essential to ensure against volatile market reactions, which may 

have broader repercussions." 

Source: http://www.ibtimes.co.uk/imf-warns-that-economic-crisis-china-could-make-world-go-back-into-

recession-1553150  
 

http://davidstockmanscontracorner.com/china-entering-ugly-recession-not-just-a-hard-landing/
http://www.ibtimes.co.uk/financial-crisis-imf-deputy-warns-liquidity-could-drop-dramatically-that-scares-everyone-1539221
http://www.thisismoney.co.uk/money/markets/article-3523194/International-Monetary-Fund-says-economic-crisis-China-plunge-world-economy-recession.html
http://www.ibtimes.co.uk/imf-warns-that-economic-crisis-china-could-make-world-go-back-into-recession-1553150
http://www.ibtimes.co.uk/imf-warns-that-economic-crisis-china-could-make-world-go-back-into-recession-1553150
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Source Three 
 
When China sneezes, the rest of the world might not catch a cold, but it does feel bad for a couple of days. 
The question, though, is whether China is sicker than it seems and how contagious that would be for the 
global economy. 

A common thesis is that the crisis in China forces a policy retrenchment that involves a yuan devaluation that in triggers a 
currency war. I don’t doubt that emerging market currency values hinge, in many cases, on the Chinese currency’s value, or 
alternatively, on commodity prices. It’s going to be difficult to parse out the effects on emerging market currencies between 
Fed tightening (see this post) from China’s slowdown. 

As Kose and Terrones (2015) point out, all four global recessions after 1960 have involved the United States (although not all 
US recessions are global recessions). One can then ask if the China slowdown presages a new era in which global recessions 
are driven by Chinese fluctuations – much like the ascent of the US in the 19th century was signaled by the global impact of 
the Panic of 1857 (see e.g., here), and the subsequent recession. As Bordo and Landon-Lane note: 

The 1857 crisis started in the US with the failure of the Ohio Life Insurance Company, leading to a stock market crash and 
banking panic. This crisis augured the importance of the United States in future global financial crises. Major banking panics 
also occurred in London and Germany. 

Bordo and Landon-Lane further note: 

… international financial crises since at least 1857 seem to occur when the US (the largest economy since the end of the 
nineteenth century) is involved. One strong possible reason for the U.S. involvement in global financial crises is that the US 
banking system has long been crisis prone. 

In other words, the US had overtaken the UK as the world’s largest economy when the Panic of 1857 sparked a global crisis. In 
contrast, China is overtaking the euro area, but has yet to surpass the US, at least at current exchange rates (PPP terms would 
yield a different result). This suggest (but does not prove) that a China-induced global recession is unlikely. 

Bordo and Landon-Lane’s second observation suggests the importance of tight financial interlinkages as a key factor in crisis 
propagation (recent quantification, here). Here, the continued segmentation of the Chinese banking sector from the global 
financial system is important. Not only do capital controls segment the Chinese market. The highly regulated non-market 
oriented banking system further insulates the rest of the world from Chinese banking problems (in any case, China seems to 
have ample resources to recapitalize the banking system, should that prove necessary). 

Obviously, China is linked to the rest of the world’s finances by way of being a net creditor, and holder of US Treasurys. So it’s 
not to say a severe crisis in China would not have negative impacts on the rest-of-the-world; rather it’s to say that the modes 
of transmission might be more of the old fashioned types – trade flows and commodity prices, and maybe interest rates. 

Assessments for growth in China vary wildly. That’s partly because one’s assessments of growth prospects depend on views 
regarding government policies. If one views the government as committed to keeping growth above a certain threshold, then 
one is willing to countenence the possibility that authorities will sacrifice reform for continued stimulus, and short term 
growth will not collapse, even if longer term prospects might suffer. If one believes the government will hold true to a 
program of financial liberalization and rebalancing toward domestic sources of growth, then growth could very well fall far 
below the 6% in the short term. Count me skeptical of the latter outcome. 
 
Source: http://econbrowser.com/archives/2016/01/the-next-global-recession-made-in-china  

 

 

http://econbrowser.com/archives/2015/10/how-are-emerging-markets-responding-to-anticipated-us-tightening
http://econbrowser.com/archives/2015/10/collapse-and-revival-understanding-global-recessions-and-recoveries
http://www.economist.com/news/essays/21600451-finance-not-merely-prone-crises-it-shaped-them-five-historical-crises-show-how-aspects-today-s-fina
http://www.nber.org/papers/w16589
http://www.ssc.wisc.edu/~mchinn/ACI-MP-NewNormal.pdf
http://econbrowser.com/archives/2016/01/the-next-global-recession-made-in-china

