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Abstract

In this paper, the national income and total absorption of 29 years of data from 1990 to
2018 in China, Japan, Germany, and the United States were selected, and the effect of
currency devaluation was empirically analyzed in the balance of payments using the
absorption analysis method. The results show that the marginal propensity of absorption is
less than one for all countries and the size is Japan, the United States, Germany, and China
in order, showing that the current account of the four countries conforms to the absorption
theory of balance of payments. Effect of currency devaluation is limited to Japan and the
United States and is most significant for China. The results also demonstrate that currency
devaluation is not an effective means to solve the trade imbalances of all countries. To
fundamentally reverse the imbalance of payments, more attention should be paid to the
fundamentals of a country’s economy.
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