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● In 2019Q3, global trade frictions intensified, manufacturing 

production and international investment contracted and business 

confidence was shaken. The global economic slowdown has 

become more noticeable. 

● Looking ahead, the global economy faces the risk of potential 

financial volatility caused by the global monetary easingand the 

risk of financial turmoil triggered by the fragility of some emerging 

markets. 

● The high-tech industry gives a big boost to the US economy. In 

the future, technological competition will become an important 

factor in leading and reshaping the international political and 

economic landscapes. 

● Brexit uncertainty has weighed on the European economy. 

Another Brexit delay may become a new option. 

●Factors such as high USD index and increased risk aversion have 

led to a slowdown in dollar liquidity growth in non-US markets and 

capital outflows in emerging markets. The easy monetary policy 

can hardly contain the tightening trend of USD liquidity. 

Forecasts for Technological Level of US High-tech 

Industries V.S. Global Average in 2047 
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Global Economy Faces Higher Downturn Risk 

-- Global Economic and Financial Outlook (2019Q4) 

 

In 2019Q3, global trade frictions intensified, manufacturing production and international investment 

contracted and business confidence was shaken. The global economic slowdown has become more 

noticeable. The US economy slowed down. European economy fell in trouble. Japan’s economy was 

relatively sluggish. Emerging economies faced a mounting downward pressure. This report provides 

a special analysis on the role of great power game and high-tech industries in the US economy, the 

Brexit risks and their impact, and the global capital flows and related financial risks. 

I. Global Economic Review and Outlook 

I.1 The world economy showed marked downturn 

Major economies have slowed down since 2019Q3 to further confirm the trend of global economic 

downturn. International organizations such as IMF, World Bank and OECD have all lowered their 

forecasts for global economic growth for the year. In terms of trade, global trade frictions continued 

and put a brake on trade growth. The data published by the Netherlands Bureau for Economic Policy 

Analysis (CPB) shows a dip of 0.3% and 0.7% in global trade volume in Q1 and Q2 this year, 

respectively. The World Trade Outlook Indicator (WTOI) was 95.7 in Q3, down 0.6 from the 

previous quarter, indicating that the global trade growth was below the trend level for four 

consecutive quarters. In terms of production, JPMorgan Chase’s global manufacturing PMI was 49.5 

in August, with both the new orders index and the employment index below the boom-or-bust line 

for four consecutive months, suggesting a contraction in global manufacturing production. In terms 

of leading indices, OECD composite leading indicators (CLI) have slowed down for 19 consecutive 

months to its lowest level since the financial crisis. The Business Confidence Index (BCI) also has 

decelerated for 12 consecutive months to a seven-year low. The quarter-on-quarter (QoQ) annualized 

growth rate of the global economy is preliminarily estimated at 2.5% in 2019Q3, down 0.1 

percentage point from the previous quarter (Figure 1).  
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Figure 1: Global GDP Growth V.S. Global Composite PMI 

 

Source: Wind, BOC Research Institute 

I.2 Recovery status and policy trends in major economies 

The US economy slowed down. Driven by temporary factors such as improved net exports and 

inventory investment, the US real GDP grew at a QoQ annualized rate of 3.1% in Q1, followed by 

a deceleration to 2% in Q2. US manufacturing PMI was 49.1 in August, down 2.1 percentage points 

from the previous month. It was the first time since September 2016 that the PMI was below the 

boom-or-bust line, indicating a gradual contraction in US manufacturing. According to data 

published by the US Department of the Treasury, the US budget deficit has reached USD1.07 trillion 

in the first 11 months of FY2019, accounting for 4.4% of GDP, a record high, mirroring a gloomy 

debt and fiscal outlook of the US. As Trump’s tax-cut boost is fading, the uncertainty in trade policies 

will frustrate corporate investment, the sluggish income growth will drag down consumption and a 

strong USD and trade protectionism will widen the trade deficit. The US economy is expected to 

further slow down. The US Federal Reserve (the “Fed”) announced a second interest rate cut of 25 

basis points in September, not ruling out further rate cuts or another round of quantitative easing in 

the future. 

European economy fell in trouble. The European economy has been sluggish since this year began. 

Global trade frictions have made Europe’s external demand weaker than expected, dragging down 

manufacturing, investment and exports. The euro area’s GDP growth in Q2 halved QoQ to 0.2%, up 

1.2% YoY, the lowest since 2016. Germany, Europe’s economic locomotive, has even sunk into 

trouble, and Italy’s political risk has made waves again. After the Fed cut interest rates, European 

Central Bank (ECB) had to launch another stimulus package to reduce the deposit interest rate from 

-0.4% to a record low of -0.5%, and announced to resume the asset purchase program (QE) from 

November 1, at a monthly pace of EUR20 billion, and reinvest maturing bonds for two to three years, 

due to the European economic downturn, difficulty in coordinating fiscal support policies and 

worsening inflation trend. ECB also started targeted longer-term refinancing operations (TLTROs) 

to maintain a good environment of bank lending and further support the accommodative stance of 

monetary policy. UK consumption and investment stay in the doldrums due to the ongoing impact 

of Brexit. The UK economy grew by 1.8% in Q1 and 1.2% in Q2 YoY, likely to further slow down 

in the future. 
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Japan’s economy was relatively sluggish. Due to the deterioration of external environment and the 

appreciation of Japanese yen, Japan’s economy has been relatively sluggish this year. According to 

data released by Japan’s Cabinet Office, Japan’s real GDP grew by 2.2% and 1.3% in Q1 and Q2 

respectively, mainly due to declining overseas demand and slower growth of corporate investment. 

Japan will raise the consumption tax as planned in October, which will pose a challenge to its future 

economic growth. Japan’s Consumer Confidence Index fell to 37.1 in August, down 0.7 percentage 

point from the previous month, worsening for 11 consecutive months. According to the results of a 

survey conducted by Japanese media in August, 45.4% of experts believed that the Japanese 

economy would turn downwards within one year. Considering that the Japanese government bond 

yield has fallen below the floor of the central bank’s target range, coupled by pressure from a stronger 

yen and weaker inflation, the Bank of Japan does not rule out further monetary policy easing in the 

future to stimulate the economy. 

Emerging markets faced a rising downward pressure. Against the backdrop of slowing global 

economy and falling commodity prices, major emerging market countries such as India, Russia, 

Brazil and South Africa have seen their economic growth sliding more sharply than expected. Their 

economic and financial vulnerability may increase significantly in the future. For example, India’s 

economy slowed down in spite of a succession of interest rate cuts announced by its central bank in 

the year, with GDP in Q2 growing by only 5.0% YoY, a six-year low. After the results of Argentina’s 

presidential primary election came out in August, the strong populist comeback triggered a slump in 

stock indexes and exchange rates. By mid-September, the peso had depreciated by 32% against US 

dollar compared with the beginning of the year. Overall, economic growth in emerging markets will 

slow down. The World Economic Outlook published by the IMF in July lowered its forecast for 

economic growth this year by 0.3 percentage point to 4.1%. 

I.3 Notable risks 

First, potential fluctuations resulting from the global monetary easing wave deserve vigilance. 

As the ECB announced an interest rate cut in September, the European and US monetary policies 

have begun to relax simultaneously, kicking off another wave of interest rate cuts worldwide. More 

than 30 economies have announced interest rate cuts successively in 2019, and some even have 

launched more than one rate cut, indicating ongoing deterioration in global economic fundamentals. 

Such rate cuts will spur a pickup in global liquidity and, to some extent, help ease the financing 

pressure and promote the growth of investment and consumption in these economies. On the other 

hand, however, past experience shows that interest rate cuts are unlikely to become a “panacea” to 

save the economy. In the context of slowing global growth, it is even more necessary to guard against 

potential risks brought about by the debt burden and the worsening asset price bubble after the 

liquidity valve is opened again. 

Second, some emerging markets face a risk of financial turmoil. As the global monetary policies 

are easing simultaneously, emerging markets will have a “breathing space”. But some economies 

may become potential sources of risk due to their structural problems or geopolitical factors. For 

example, the financial turmoil caused by Argentina’s presidential primary elections in August is still 

fermenting. Moody’s has adjusted the ratings of 175 Argentine bond funds after downgrading 

Argentina’s sovereign rating. Given that Argentina will have more than USD60 billion of public 

debts due within the year and that Argentina’s current administration will continue to wrestle with 

the opposition, which has scored a primary win, before the presidential election in October, 

Argentina’s financial risks cannot be ignored. In addition, the attack on Saudi oil facilities will not 

only have an impact on the crude oil market, but may also push up international energy costs, increase 

risk aversion among investors and aggravate the vulnerability of the current world economy and 

international financial markets. 
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Table 1: Forecasts for Key Indicators of Major Economies in 2019 (%) 

Region 
Year  

Country    

GDP growth CPI growth Unemployment rate 

2017 2018 2019f 2017 2018 2019f 2017 2018 2019f 

America 

US 2.2  2.9  2.3  2.1  2.5  1.8  4.4  3.9  3.7  

Canada 3.0  1.9  1.4  1.6  2.3  2.0  6.3  5.8  5.7  

Mexico 2.1  2.0  0.6  6.0  4.9  3.8  3.4  3.3  3.6  

Brazil 1.1  1.1  0.9  3.5  3.7  3.8  12.8  12.3  11.9  

Chile 1.3  4.0  2.5  2.2  2.4  2.3  6.6  6.9  6.9  

Argentina 2.7  -2.5  -1.7  23.6  34.9  49.8  8.4  9.2  10.2  

Asia 

Pacific 

Japan 1.9  0.8  1.0  0.5  1.0  0.7  2.8  2.4  2.4  

Australia  2.4  2.8  1.9  1.9  1.9  1.6  5.6  5.3  5.2  

China 6.8  6.6  6.2 1.6  2.1  2.7 3.9  3.8  4.0  

India 7.2  6.8  6.6  3.3  4.0  3.2  — — — 

South 

Korea 
3.2  2.7  2.0  1.9  1.5  0.7  3.7  3.8  4.0  

Indonesia 5.1  5.2  5.0  3.8  3.2  3.2  5.4  5.4  5.3  

Europe 

and 

Africa 

Euro area 2.4  1.9  1.1  1.5  1.8  1.3  9.1  8.2  7.6  

UK 1.8  1.4  1.2  2.7  2.5  1.9  4.4  4.1  3.9  

Russia 1.6  2.3  1.1  3.7  2.9  4.7  5.2  4.8  4.7  

Turkey 7.4  2.7  -1.0  11.1  16.2  16.4  10.9  11.0  14.1  

Nigeria 0.8  1.9  2.4  16.6  12.1  11.3  20.4  23.1  - 

South 

Africa  
1.4  0.8  0.6  5.3  4.6  4.4  27.5  27.1  27.7  

Global 3.2  3.0  2.6  3.2  3.6  3.0  — — — 

Source: BOC Research Institute. Note: “f” stands for forecast. 

II. Review and Outlook for International Financial Markets 

II.1 Global financial markets were more volatile and risky 

In 2019Q3, the Global Economic Policy Uncertainty Index rose to an all-time high due to the rising 

global trade tensions and the deteriorating progress and prospects of Brexit. Major economies saw 

inverted yield curves. In particular, the US Treasury yield curve inversion spread from 10Y/3M to 

10Y/2Y. The US and global economies are at a risk of deceleration or even recession. Some major 

European economies have recorded negative growth. Trade conflicts and global slowdown has 

turned net capital flows in emerging markets from inflow to outflow. Various factors have triggered 

a fall in the confidence of financial market participants and a rise in risk aversion, leading to another 

market turmoil. 

Looking into Q4, the global financial markets will be affected by the following destabilizing factors: 

high uncertainty in global economic policies including trade policies and monetary policies, Brexit 

progress, geopolitical conflicts, risks of slowdown or recession in US and other developed economies, 

etc. The Fed’s interest rate cuts, together with the rising US budget deficit and government debts, 

mean very limited pro-growth room for monetary and fiscal policies, which may in turn increase the 
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insecurity of investors. Major economies saw their yield curves inverted. In particular, the extent, 

magnitude and duration of the US Treasury yield curve inversion have reached or approached the 

state seen shortly before the last recession. This not only increases the probability of a recession in 

the near future but also directly affects the profitability and credit expandability of the banking sector. 

Financing conditions and the overall financial sector may be further tightened. Stock markets in 

developed economies such as the US are likely to decline significantly, possibly with a higher level 

of volatility and market risk. It is difficult to mitigate the global debt expansion. The debt condition 

in Argentina, Brazil, Egypt, Pakistan and South Africa are even more fragile, and some countries 

may face a rising insolvency risk. 

II.2 The US Risk of Financial Crisis Index (ROFCI) has shifted from the safe zone to the 

unstable zone. 

The US financial market saw a rise in overall risk in Q3, which appeared in a low-to-high pattern. 

Risk indicators have deteriorated in many fields. The quarterly average of ROFCI, a measure of the 

overall risk profile of the financial market, has increased to 41 (Figure 2) from 37 in Q2, moving 

from the safe zone to the unstable zone. Specifically, market, credit and macro-economic risks rose, 

while liquidity and foreign exchange market risks were relatively stable. Sino-US trade frictions, 

Brexit outlook and the Fed’s monetary policy are expected to remain as the main factors influencing 

the index in the next quarter. ROFCI may remain fluctuating around the edge of the unstable zone. 

Figure 2: US Risk of Financial Crisis Index (ROFCI) 

 

Source: BOC Research Institute 

III. Special Research 

III.1 Great-power game: the role of high-tech industries in US economy 

Technology is the fundamental driver of economic development and productivity progress. The US 

has stood out from the global competition, thanks to its advanced technologies and the positive 

spillover effect of high-tech industries on the economy. In the future, the US will focus on high-end 

materials and manufacturing, robotics and artificial intelligence, virtual reality, space technologies, 

quantum computing, energy, biopharmaceuticals, human enhancement, etc., hoping to maintain its 

dominant position in great power competition. 

1. Significance of technology in great-power competition 

From a long-term perspective, technology is the fundamental driver of economic development 

and productivity progress. The booms and busts in economic development have a cyclical nature. 

Various scholars have tried to analyze and interpret it by developing economic cycle theories with 

different periods and driving factors. Typical cycles include Kondratiev cycle, Kitchin cycle, Juglar 
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cycle and Kuznets cycle. Among them, the Kondratiev cycle (“K-wave” for short), also known as 

long cycle, has the greatest influence on a country’s position in the international political and 

economic landscapes. The K-wave theory holds that technological advancements and innovations 

are the ultimate drivers that enable an economy to grow rapidly and overtake others. By time span, 

K-waves can be divided into four stages, namely prosperity, recession, depression and improvement. 

Since the Industrial Revolution, the world has gone through four complete cycles of K-waves and is 

currently in the fifth cycle. Each cycle began or ended with a technological revolution, such as textile 

and steam engine technologies (1782-1845), steel and railway technologies (1845-1892), electrical 

and heavy chemical industries (1892-1948), automobile, electronics and computers (1948-1991) and 

information and communication technologies (1992 to present). 

The international landscape is reshaped by the succession of K-waves and the evolvement of 

technology in different countries. In the first K-wave, the First Industrial Revolution started in 

Britain. The steam engine was widely used as a power machine, ushering in an era in which machines 

replaced manual labor. The British bourgeoisie accumulated massive capital through aggressive 

foreign trade and colonization, which translated into broad overseas markets and providers of cheap 

raw materials. The British Empire soon became the world’s sole hegemonic power on which “the 

sun never set”. When the second K-wave began, Germany’s industrial revolution was at the turn of 

two technological revolutions. Germany actively learned and absorbed the advanced British 

technologies while valuing science and education and encouraging invention and creation. 

Intelligence became the most important resource of Germany. With this resource, Germany led the 

Second Industrial Revolution in the second half of the 19th century and stood in the forefront of 

global scientific and technological development. Germany’s economy grew by leaps and bounds, 

with its coal and steel output ranking first in Europe. Germany overtook Britain and France to 

become the strongest European economy. Meanwhile, in the Americas, with the federal government 

becoming increasingly powerful, the US achieved leapfrog development on the basis of major 

scientific and technological inventions, backed by a well-established institutional system. In the late 

19th century and early 20th century, the US caught up with and overtook the major European powers 

quickly and became the world’s strongest economic and industrial power. In the fourth K-wave, the 

Third Industrial Revolution represented by atomic energy technology, electronics and computers 

rose in the US. On the one hand, it further cemented the position of the US in the international 

landscape. On the other hand, the technological revolution gradually spread to developing countries 

represented by China. These up-an-coming countries developed rapidly. In the fifth K-wave, after 

the global financial crisis erupted in 2008, developed countries have gradually left the stage of 

prosperity and are currently in the recession stage featuring economic slowdown. In contrast, 

emerging economies have already taken up half of the global economy. The global landscape is now 

reshaped drastically. The gaming between vested interests and emerging forces has intensified. In 

this sense, it is easy to understand the ongoing Sino-US trade frictions and the gaming in technology 

between the two sides. 

2. High-tech industries’ contribution to GDP of the US 

As a relatively young nation, the US has stood out from the fierce international competition 

thanks to its technological innovations and development of high-tech industries. To date, US 

universities have produced more than 70% of the world’s Nobel Prize winners. 17 of the world’s top 

20 universities in terms of scientific contribution are in the US, home to global top engineers and 

scientists in different fields. Eight of the world’s top ten technology companies are US firms. High-

tech industries account for 89% of the research and development expenditures of US private 

enterprises, creating more than 80% of patents in the country, and fostering and employing the 

majority of professionals in science, technology, engineering and mathematics (STEM) nationwide. 

The contribution of high-tech industries to GDP of the US can be divided broadly between direct 
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(short-term) contribution and indirect (long-term) contribution. Direct and short-term 

contribution. At present, the US high-tech industries have hired about 9.9% of US workers, but they 

have employed more than 80% of US engineers and contribute 18.2% of GDP, far higher than their 

employment ratio. High-tech industries’ contribution to GDP of the US is most concentrated in 

California, the most technology-intensive state of the country. Compared with other states, California 

has long recorded relatively high GDP growth and contribution, with its annual output value 

representing about 14.3% of the US total. If California were regarded as a country, its GDP would 

surpass that of the UK to make it the world’s fifth largest economy, while its GDP per capita is almost 

twice that of the UK. Indirect and long-term contribution. The US is a world leader in the ability 

to create advanced technologies and fully apply them to production, ensuring its strategic 

competitive edge. Since the World War II, technological innovation has been bolstering the global 

dominance of the US in the world. Especially since the 1990s, the widespread use of computers and 

internet has brought unprecedented prosperity to the US. According to the Global Competitiveness 

Index for 2018 published by the World Economic Forum, one of the sources of US competitiveness 

is a thriving innovation ecosystem. 

3. Development priorities and future trends of US high-tech industries 

The development model of US high-tech industries: Market orientation + government 

procurement. The vast majority of high-tech firms in the US are privately owned. Even in some 

fields of national defense and space technology, technological research and development are still 

dominated by private enterprises. Therefore, the development of US high-tech industries is highly 

market-oriented. Moreover, the developed US capital market provides high-tech firms at all stages 

with an easy access to capital support. Angel investment, venture capital, private equity and private 

debt investors in the primary market all have great passion for investing in high-tech projects. It is 

also relatively easy for high-tech firms to get listed or raise funds in the secondary market in the US, 

so capital support is relatively abundant. For political reasons, the US government has long insisted 

on opposing the adoption of “industrial policy” to steer the direction of high-tech development. In 

fact, however, the federal, state and local governments in the US are taking different measures to 

support specific industries, including subsidies, tax relief, government purchase orders and R&D 

support. 

Development priorities of US high-tech industries. Under the “America First” philosophy, the 

Trump administration successively launched a number of technological development strategies in 

2018, including space, biology and 5G network, and signed into law the National Quantum Initiative 

(NQI) Act, in an effort to further consolidate the technological dominance of the US. According to a 

research report released by the US Army Research and Technology Office, US high-tech industries 

will focus their development on the following fields in the next three decades: High-end materials 

and manufacturing, robotics and artificial intelligence, virtual reality, space technologies, quantum 

computing, energy, biopharmaceuticals and human enhancement, food and water security, synthetic 

technologies and climate change adaptation technologies. It is expected that, by 2047, the US will 

maintain its advantages over other countries in most of the above fields (Figure 3). 
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Figure 3: Forecasts for Technological Level of US High-tech Industries V.S. Global Average in 

2047 

 

Source: US Army Research and Technology Office, BOC Research Institute 

III.2 Brexit Risk and Its Impact 

The Brexit process lasting for years has made the UK politically and socially divided to an 

unprecedented level. Brexit uncertainty has significantly overshadowed its economic outlook. As the 

deadline October 31 approaches, the UK’s Brexit talks have made limited substantive progress. 

British Prime Minister Boris Johnson said he would “rather be dead in a ditch” than delay Brexit any 

further, giving rise to widespread concern in the market. 

1. After twists and turns, another Brexit delay will be the most likely outcome 

Since the 2016 referendum, the Brexit progress has turned into a series of twists and turns. Theresa 

May’s administration reached an EU withdrawal agreement with the EU in November 2018. But the 

agreement was later rejected by the Parliament three times. The UK requested the EU to delay Brexit 

twice. Following his two prime minister predecessors, Boris Johnson took office and continued talks 

with the EU, with limited substantive progress made so far. The Johnson administration takes a tough 

stance, but its Brexit strategy is blocked by the Parliament, facing a dilemma similar to that of the 

May administration. 

Of all the options still available except hard Brexit, another Brexit delay is the most likely 

outcome. First, given the legal constraints, the Johnson administration has to apply to the EU for a 

delay in accordance with the UK law. Second, with regard to the parliamentary constraints, Boris 

Johnson’s call for a snap election has been rejected by the Parliament twice in a row. The Brexit 

strategy of the Johnson administration is bound to be blocked in the absence of a parliamentary 

majority. Third, the key sticking points are difficult to resolve in the short term. The UK has two 

core demands on the Northern Ireland backstop: Requesting the EU to remove the Northern Ireland 

backstop from the withdrawal agreement to avoid putting the UK long under EU supervision and 

trade rules, or hopping to replace the Irish backstop with other solutions. However, it is difficult for 

the UK government to find alternative solutions to the Irish backdrop in the short term. The EU is 

unlikely to make concessions on the backstop, saying that it would not resume Brexit talks before 

the UK proposes realistic alternatives. Fourth, in terms of the EU’s stance, though the EU once 
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sounded tough and is unwilling to resume the Brexit negotiations, it also opposes a non-deal Brexit. 

This seemingly paradoxical stance has made the EU open to the UK’s request for another Brexit 

delay. 

2. Brexit uncertainty weighs on economic fundamentals, and a hard Brexit will come as a huge 

potential shock 

Suffering from the Brexit uncertainty a lot, the UK and the EU have seen their economic 

fundamentals weakening. The Brexit uncertainty has shaken the confidence of investors and 

consumers, dragging down the UK and European economic growth. The UK’s annualized GDP 

growth rate in 2019Q2 contracted by 0.8% from the previous quarter. In August, the manufacturing 

PMI fell below the boom-or-bust line, showing sluggish economic activity overall. The GBP 

depreciation has pushed up the import cost to a certain extent. The UK inflation rate has overshot 

the 2% target, suggesting a notably mounting inflationary pressure. According to the Bank of 

England’s forecast, the UK economy will shrink by 5.5% if the UK leaves the EU without a deal. In 

2019, Europe finds its fragile recovery threatened by trade frictions from outside and Brexit from 

inside. In August, the euro area’s manufacturing PMI fell below the boom-or-bust line for the seventh 

consecutive month, with the EU’s Economic Sentiment Indicator (ESI) falling to 101.4, the lowest 

since 2014. According to the forecasts of the IMF and European Commission, the EU’s economic 

growth in 2019 will be 1.3% to 1.4%, the weakest since 2014. 

The potential shock of no-deal Brexit will appear in the following aspects. 

First, the reshaping of economic and trade rules will trigger market chaos. In the event of a no-

deal Brexit, the UK and the EU will follow WTO rules in trading with each other after October 31. 

The two sides will impose tariffs and trade restrictions on each other that are applicable to non-EU 

countries, coupled by restrictions on financial and other service sectors and on free flow of people. 

The UK and the EU will immediately set up customs passes to tax all goods in circulation. The 

circulation of goods at major points of entry will be delayed by customs inspection. The speed of 

freight traffic through the English Channel may be reduced by 40% to 60%. Such changes will affect 

the production cycle and original business plan of enterprises on both sides, and even cause market 

chaos. The two sides will suddenly lose their bloc advantages and see their trade volume drop sharply 

in the short term, causing great losses to the UK and EU economies. 

Second, the UK and the EU will face a “cliff-edge” separation in terms of laws and regulations. 
The EU has tens of thousands of laws and regulations, encompassing everything from international 

agreements, market regulation and production standards to truck drivers’ working hours and fishing 

net specifications. At present, the UK and the EU have no specific arrangements for the post-Brexit 

rights and interests of their citizens in each other’s territory. The EU made a tough statement that, if 

a hard Brexit took place, the EU would greatly reduce the openness of its single market to the UK 

and consider the UK a “third country”. A no-deal Brexit will put both the UK and the EU at huge 

legal risks. 

Third, some industries will be hit hard. The UK and the EU are closely linked in terms of product 

supply chain and regulatory rules. Without transitional arrangements, the UK will be seriously 

affected in chemical, food and manufacturing industries. Take the automobile industry as an example. 

The UK produced 1.52 million cars in 2018, of which 1.24 million or 82% were exported to other 

countries. The EU market share was about 52.6%. If a no-deal Brexit occurs, the UK automobile 

industry will feel its adverse impact at least in the following two aspects: First, the customs cost will 

rise. In the absence of UK-EU trade arrangements, the average cost of each new car exported by the 

UK will rise by GBP 2,700. Second, the automobile industry will become less attractive to investors, 

which may lead to supply chain shift. 



 

 

Global Economic and Financial Outlook 

BOC Research Institute                            10               2019Q4 

Fourth, political and social instability will be worsened. Once the UK leaves the EU without a 

deal, a hard border may be erected between Northern Ireland and Ireland, sparking the call for North 

Ireland to “leave the UK”. In the first seven months of 2019, protests were in full swing across the 

UK. The rise in rightwing extremists led to nearly 40 terrorist attacks, of which more than 60% 

occurred in Northern Ireland. Similarly, Ireland will suffer the biggest negative impact from a no-

deal Brexit. According to the forecast of Ireland’s Economic and Social Research Institute (ESRI), a 

no-deal Brexit will result in 80,000 fewer jobs created in Ireland in the next decade; even if the UK 

departs with a deal, it still will cost Ireland 45,000 jobs. Meanwhile, the no-deal scenario will boost 

the forces of Euroscepticism and force other EU members to withdraw. In 2019, Italy’s political 

turmoil has resurfaced, France’s protectionist tendency has gained momentum and EU members 

obviously worry about Germany’s EU dominance. If this anti-integration and anti-globalization trend 

is pushed to a climax, it will seriously threaten the stable development of Europe and even the global 

economy. 

3. The European financial landscape is being reshaped, and London’s position as an 

international financial center will not be fundamentally shaken 

Faced with the risk of a no-deal Brexit, the financial industry has entered a state of “preparing for 

war” by putting in place a wide spectrum of preventive actions and countermeasures. The European 

financial landscape is being reshaped in the Brexit process. 

Financial institutions are moving “the bare minimum” of business to the continental Europe 

under the “lowest cost, highest efficiency” principle. Against the backdrop of Brexit uncertainty, 

foreign financial institutions take gradually meeting the minimum regulatory requirements as their 

basic approach to responding to Brexit. The UK-based Financial Times’ interview with bank 

executives showed that, to keep more options at hand, major international banks operating in the UK 

are taking no more actions for Brexit for the time being. They will move as fewest people and 

business to the continental Europe as possible to deal with political uncertainties at the minimum 

cost. On the one hand, they are only moving the bare minimum of people and business to the EU 

that they need to satisfy customer needs and regulatory rules, such as investment banking, sales and 

trading, and compliance officers. On the other hand, their current business management model will 

remain unchanged where possible to reduce costs while improving efficiency in principle. They will 

maintain the existing European-African model in which the legal entity is geographically separated 

from the management path. The management path takes efficiency and talents as the first priority. 

With London regarded as an important center for financial management, an EU-based legal entity 

will be selected as the hub for business activities within EU instead of staff transfer. As of March 

2019, the top 15 major international banks in London had cut 3,500 jobs, accounting for 5% of their 

London employees, of which less than 1,500 were transferred for Brexit considerations. According 

to the ECB forecasts, 24 banks will transfer relevant jobs from London to the euro area by the end 

of October, involving as much assets as EUR1.3 trillion. 

The increasingly complicated financial supervision requires UK-EU collaboration to ensure 

sustained and stable financial services. At present, all contracts between the UK and the EU on 

investment/financing, deposits, credit, settlement, securities trading, insurance and other financial 

services are governed by the existing regulatory and legal systems. A no-deal Brexit will mean major 

changes in legislation and supervision, likely to affect the continuity of many financial service 

contracts. In addition, a no-deal Brexit involves a number of regulations, such as CRR, CRD, 

MiFID2 and the EU General Data Protection Regulation (GDPR), encompassing a wide range of 

fields such as banking management, customer and consumer protection, data management and data 

retention, transfer and payment, securities trading, etc. At present, the UK and the EU are actively 

negotiating to minimize the adverse impact of Brexit on financial business, and have reached a series 

of major arrangements for no-deal Brexit. In terms of central clearing, the European Securities and 
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Markets Authority (ESMA) has permitted EU-based financial institutions to continue to use London-

based financial infrastructure for derivatives clearing services for a transitional period of one year in 

the event of a no-deal Brexit. In terms of financial passport, UK regulators have introduced a 

temporary permissions regime (TPR). If the UK and the EU fail to reach a transitional period 

agreement for Brexit, financial institutions in the European Economic Area (EEA) with “financial 

passports” can apply for TPR to get a three-year transitional period, during which they can continue 

to provide services to UK customers under existing rules. 

The highly volatile financial markets pose a liquidity risk to some assets. The twists and turns of 

Brexit since the 2016 referendum have led to rises and falls in GBP, EUR and USD index and the 

fluctuations in European stocks, bonds and gold prices. Once the UK leaves the EU without a deal, 

the black swans will fly up again to spur another wave of financial market turmoil. In a gloomy 

economic environment, some assets such as corporate bonds, leveraged loans and emerging market 

bonds may become illiquid. Asset liquidity risks will build up in the UK and the EU. The financial 

system will be under great pressure and market over-correction may occur. At present, both the Bank 

of England and ECB have said that they were ready to support liquidity in the financial system. But 

the monetary policy can only partially offset the negative impact. Potential financial risks cannot be 

ignored. 

The fresh race among European cities for the next EU financial hub will not fundamentally 

shake London’s position. In the run-up to Brexit, many EU member states have seen the 

opportunities in it and started initiatives to attract financial institutions. German and French financial 

regulators send roadshow teams to London. French President Macron tried to loosen the labor law 

and launch tax breaks to reduce the tax burden on enterprises and investors. To encourage foreign 

banks to move to Frankfurt, the German government has loosened the dismissal protection for bank 

executives earning more than EUR 220,000 a year. Dublin, Luxembourg, Amsterdam and other 

European financial cities also have joined the race for the post-Brexit European financial hub based 

on their strengths in geographical location, trading platforms and tax costs, etc. However, London’s 

position as an international financial center will not be fundamentally shaken. Given the uncertainty 

in Brexit, most foreign companies operating in the UK hold a wait-and-see attitude. Their 

contingency plan for Brexit is merely intended to meet the EU regulatory requirements. The basic 

principle of personnel and business transfer is ensuring the lowest cost and the highest efficiency. 

London is still regarded as their regional hub and business center in Europe. A no-deal Brexit will 

come as a shock to the UK financial market in the short term, having a negative impact on GBP 

exchange rate and housing prices. In the long run, however, London will maintain its solid position 

as an international financial center given the UK’s strengths in business environment, law, talents 

and time zone difference. 

III.3 Global capital flows and financial risks 

1. Changes in global USD liquidity 

The growth of global USD liquidity has picked up somewhat. Global USD liquidity is an 

important driver of international capital flows. The global USD liquidity indicators compiled by the 

Bank for International Settlements (BIS) uses the sum of overseas USD loans and USD bond issues 

to measure the global USD liquidity supply. According to BIS estimates, global USD liquidity has 

rebounded this year. At the end of 2019Q1, the stock of USD liquidity supply to non-bank sectors 

outside the US stood at USD11.8 trillion, up 3.5% YoY and rising 0.7 percentage point from the 

previous quarter, but still lower than the average quarterly growth of 4.6% in 2018. The pickup in 

USD liquidity growth was mainly driven by the expansion of USD loans, which grew by 3.6% YoY, 

up 2 percentage points from the previous quarter and in a state of accelerated expansion. The slow 

growth of global USD liquidity was primarily attributable to the sluggish USD bond issues. Since 
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the global financial crisis erupted, the global USD bond issues have been the primary driver of USD 

liquidity expansion. In 2019Q1, however, the YoY growth rate of global USD bond issues dropped 

to 3.5%, down 0.4 percentage point from the previous quarter. 

USD liquidity growth outside the US was outpaced by that inside the country. At the end of 

2019Q1, the stock of USD liquidity supply within the US stood at USD51.9 trillion, up 5% YoY. The 

growth of USD liquidity supply to non-bank sectors outside the US has been slower than that within 

the US for the third consecutive quarter. This is the second time since the 2008 global financial crisis 

that the growth of USD liquidity supply to non-residents has lagged behind the growth of US 

domestic liquidity supply. The same situation occurred previously in 2015Q4, when global 

commodity prices fell, industrial production decelerated, international trade shrank and the global 

economy slowed down significantly. In addition, a stronger USD has pushed up the cost of global 

USD financing since the beginning of 2019, which has also been a drag on the expansion of global 

USD liquidity. 

Emerging economies showed regional divergence in USD liquidity growth. USD liquidity 

growth continued to weaken in emerging economies in 2019Q1, up merely 1% YoY. USD liquidity 

varied notably across regions. USD liquidity in European emerging economies has continued to 

shrink since 2014, further dropping by 11% to USD0.4 trillion last year. USD liquidity in Asian-

Pacific emerging economies nearly stagnated, with YoY growth rate falling from nearly 10% in 

2017Q4 to 0.5% in 2019Q1. Meanwhile, Latin American emerging economies saw their USD 

liquidity growth fall from 6.8% to 0.1%. On the contrary, USD liquidity in Africa and the Middle 

East rose rapidly. At the end of 2019Q1, the stock of USD liquidity in the Middle East and Africa 

reached USD0.9 trillion, a YoY growth rate of 14% (Figure 4). 

Figure 4: Emerging Economies Showed Regional Divergence in USD Liquidity Growth 

 

Source: BIS, BOC Research Institute 

The tightening trend of global USD liquidity supply continues. Although the Fed cut interest rates 

in July and September this year, USD remained strong in the context of global economic downturn. 

The Brexit uncertainty and the intensifying global trade frictions have weakened investor confidence. 

Global trade and investment activities are expected to further shrink in the future. Higher market 

volatility and greater uncertainty have boosted investors’ demand for hedging and arbitrage. 
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Moreover, banks’ move to increase their USD positions for year-end compliance with regulatory 

requirements will lessen the availability of USD liquidity. Overall, the overall tightening trend of 

global USD liquidity remains unchanged. 

2. Capital flow reversals and financial turbulence in emerging economies 

Emerging economies saw short-term cross-border capital outflows. Portfolio flows, including 

equity and debt, are important components of short-term cross-border capital flows. According to 

the IIF data on monthly cross-border portfolio flows, portfolio flows in emerging economies showed 

an overall inflow in H1, but the situation has been reversed in H2. Since July, capital inflows to 

emerging economies have slowed down on rising concerns over slowing global economy and 

escalating trade frictions. August witnessed a net outflow of portfolio flows (Figure 5). Specifically, 

the debt inflows retreated markedly and the equity flows turned out to be a substantial outflow. The 

Fed’s two rate cuts have eased the pressure of capital outflow from emerging economies on the 

supply side, but short-term cross-border capital still flowed out of emerging economies. Against the 

backdrop of slowing global economy and falling commodity prices, India, Russia, Brazil and South 

Africa have seen their economic growth sliding more sharply than expected. Against the backdrop 

of rising global financial risks, cross-border capital flows in emerging economies are markedly pro-

cyclical. 

Figure 5: Portfolio Flows in Emerging Economies 

 

Source: IIF, BOC Research Institute 

The interwoven political and economic risks have intensified the financial turbulence in 

emerging economies. Geopolitical or domestic political emergencies often become triggers of 

drastic financial market fluctuations, smashing the fragile economic and financial systems of 

emerging economies. In Turkey, the lira has depreciated by more than 10% against USD since March 

2019 due to local elections and JPMorgan Chase’s recommendation to go short on the lira. The lira 

plunge of more than 10% against USD caused financial market turmoil, sparking massive capital 

flight and a decline in foreign exchange reserve. In July when Turkey’s central bank governor 

resigned, the lira further fell by 3% against USD. As for Iran, the US tightened its ban on Iranian oil 

in May 2019 by announcing that it would sanction any country importing Iranian oil, and also 

threatened military action on Iran. In September, the US pressured its European allies to restart 

sanctions against Iran. Iran declared that unless Europe abided by the deal, it would restart its nuclear 

weapons program at any time in response to the US military threats. The unlikeness of easing the 

US-Iraq conflicts in the short term will pose a huge threat to international oil prices and the security 

of the Middle East and even Asia. As for Venezuela, Washington joined ten other American countries 

Debt flows Equity flows Total portfolio flows 
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in invoking the Inter-American Treaty of Reciprocal Assistance (TIAR) against Venezuela in 

September 2019. Venezuela’s government condemned the move as clearing the way for US military 

intervention in Latin America. The chaos in Venezuela is likely to continue into the future. In 

Argentina, the results of presidential primary election came out in early August, and the strong 

populist comeback triggered a slump in stock indexes and exchange rates. As of September 13, the 

peso had depreciated by 32.4% against USD compared with the beginning of the year. 

3. Future trends in global financial risks 

The fragility of the global financial system continues to build up. First, the global leverage ratio 

has risen again. IIF data showed a bounce in global leverage ratio in 2019Q1, following a mild 

deleveraging episode in 2018. Global debts totaled USD246.5 trillion in 2019Q1, with its ratio to 

global GDP rising to 319.2% from 317.8% in 2018Q4. Specifically, debts in the public and non-

financial corporate sectors rebounded significantly. The global public debt-to-GDP ratio rose from 

86.4% to 87.2%, mainly due to the notable pickup of public debts in developed economies, which 

rose from 108% to 109.1% as a percentage of GDP. Japan and the US saw the fastest pace of public 

debt expansion. Japanese public debt-to-GDP ratio rose from 225.1% to 226.4%, an increase of 

USD436.7 billion. US public debt-to-GDP ratio rebounded to 101.2% from 100.3% at the end of 

2018, an increase of USD376.8 billion. Global non-financial corporate debt to GDP ratio rose from 

90.7% to 91.4%, mainly driven by significant growth in non-financial corporate debts in emerging 

economies, which rose from 90.9% to 92.6% of GDP. 

Second, emerging economies are experiencing a debt service peak. Compared with developed 

countries, emerging economies are weaker in their ability to forestall debt risks due to rapid debt 

growth, high USD debt ratio and fragile economic and financial systems. Emerging economies are 

facing a debt service peak in the three years to come, with a total of nearly USD10 trillion of loans 

and bonds maturing in 2019-2025, including over USD5 trillion due in 2019-2021. Against the 

background of global economic downturn, the huge debt service pressure, rising interest costs and 

elevated USD index may become major hidden troubles to spark a financial crisis in emerging 

markets. 

Third, global stock prices continue to climb. Despite the increasing downward pressure on the 

world economy, global stock markets were still on the rise. As of September 13, MSCI’s global 

equity index rose by 16.3% from the beginning of the year and 4% from the end of March this year, 

which is in sharp contrast to the deteriorating corporate profit prospects. In the US stock market, as 

of September 13, the MSCI US equity index was up 20% from the beginning of the year. The three 

major US stock indexes Dow Jones Industrial Average, S&P 500 and Nasdaq were up 16.6%, 19.8% 

and 22.7% respectively from the beginning of the year. The Fed’s monetary policy turnaround 

towards easing was a major contributor to the recent US stock gains. 

The monetary policy easing of the Fed and ECB will lead to a pause in the financial system 

correction and a buildup in financial risks. If any negative shock happens in the future, the 

financial fragility accumulated before may burst into a crisis. Extra attention should be paid to the 

following three major risk triggers: First, the global economy is slowing faster than expected, while 

the narrowing space of monetary policy and heavy government debts have suppressed the ability to 

tackle negative shocks. Second, trade frictions have escalated. The current capital market is very 

sensitive to Sino-US trade negotiations. The market expects the two sides to reach a deal finally. 

Whenever good news comes, the stock market gives a positive response. However, any escalation in 

frictions between the two sides would trigger a fresh wave of selloff in stock markets. Third, Brexit 

will trigger market turbulence. Although ECB and the Bank of England have taken various 

preventive measures, including currency swaps, to prepare for emergencies and pacify market 

sentiment, the protracted Brexit deadlock is still likely to bring abrupt surge in market volatility. 
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Disclaimer 

This report is prepared by BOC Research Institute. The information contained in this report is from publicly 

available sources.  

The views or estimates contained in this report only represent the judgment of the author as of the date hereof. 

They don’t necessarily reflect the views of BOC. BOC Research Institute may change the views or estimates 

without prior notice, and shall not be held liable for update, correction or revision of this report.  

The contents and views in the report are for information purpose only and do not constitute any investment advice. 

No responsibility is held for any direct and indirect investment consequences as a result of the information provided 

in the report.  

The copyright of this report is exclusively owned by BOC Research Institute. No individuals or institutions shall 

be allowed to copy, reproduce and publish the whole or part of the report without written consent. In case of 

quotation, reference to BOC Research Institute shall be given, and any quotation, abridgment and revision that 

deviate from the original meaning of the report shall be prohibited. BOC Research Institute reserves the right to 

take legal actions on any violation and any quotation that deviates the original meaning of the report.  
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