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Highlights

oln 2024Q3, the momentum of global economic growth weakened. Total demand
cooled due to slowing growth of residential consumption, rebounding fixed assets
investment and declining government spending. Total supply kept stable, with global
food supply strained, the momentum of manufacturing recovery moderating and
services performing well. Global trade extended the trend of recovery. The pace of
fiscal policy normalization varied worldwide, while monetary policies took a path to
normalization. Money markets saw intensified fluctuations; foreign exchange markets
entered a new phase; bond yields declined sharply; global stock markets fluctuated
more drastically; commodity prices diverged in movements.

oln 2024Q4, global economy will face mounting downside risk, likely to see
synchronous declines in total demand and total supply. Inflationary pressure is
expected to further ease. The growth of global trade will face greater uncertainties,
fiscal expansion tends to stabilize, and the US and European countries will continue to
cut interest rates. Foreign exchange markets will experience bigger fluctuations; the
supply of US treasury bonds will remain strained in the long run; global stock markets
will enter a stage where different sectors lead rises in turn; fluctuations of commodity
prices will intensify.

oThe hot issues that deserve particular attention include the rise of Global South and
China’s approach to deepening South-South cooperation, and the structure of the US
treasury bond market and its interaction with the US Federal Reserve’s monetary
policies.

Analysis of Major Global Economic Indicators in 2024Q3
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Momentum of Economic Growth Weakens and Monetary Policies

Take the Path to Normalization

— Global Economic and Financial Outlook (2024Q4)

In 2024Q3, the momentum of global economic growth weakened, as total demand
cooled due to slowing growth of residential consumption, rebounding fixed assets
investment and declining government spending. Total supply kept stable, with global
food supply strained, the momentum of manufacturing recovery moderating and
services performing well. Global inflationary pressure was further eased.
International trade maintained the trend of recovery, with South—South Cooperation
acting as a major engine. The US economy saw weakening drivers; Europe’s
economy grew slowly, with performance diverging across countries; Japan witnessed
a pickup in its economic situation; India’s economy faced restraints in high growth;
Vietnam’s economy showed a strong resilience; Argentina’s economy stabilized
gradually. The pace of fiscal policy normalization varied worldwide, and the
multiplier effect of spending tends to decline. The US Federal Reserve and European
Central Bank entered a cycle of rate cuts, and the Bank of Japan hiked interest rates
while reducing bond purchases. Global FDI diverged across regions, with the Asian
market attracting more attention from securities investors. Global foreign exchange
markets entered a new stage; bond yields declined remarkedly; global stock markets
experienced intensified fluctuations; commodity prices showed a greater disparity in

movements.

In 2024Q4, global economy will face mounting downside risk, likely to see
synchronous declines in total demand and total supply. Consumption growth tends to
drop in major economies, while private investment will recover slowly and
international trade growth will be exposed to growing uncertainties. The momentum

of global production recovery will moderate, with manufacturing receiving fewer
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new orders, and the decline of services is expected to be slower than manufacturing.
Global inflation may be further curbed. The US and European countries will
continue to cut interest rates, while Japan will maintain the logic of combining rate
hike with the reduction of the balance sheet size. FDI will maintain the trend of
divergence; the US dollar index will decline amid fluctuations; foreign exchange
markets will witness greater fluctuations; the supply of US treasury bonds will
remain strained in the long run; global stock markets will enter a stage where

different sectors lead rises in turn; fluctuations of commodity prices will intensify.

This issue offers analysis of two topics, i.e. the rise of Global South and China’s
approach to deepening South-South cooperation, and the structure of the US treasury

bond market and its interaction with the US Federal Reserve’s monetary policies.
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I. Global Economic Review and Outlook

I.1 The momentum of economic growth weakened, with a slight decline in

GDP growth

In 2024Q3, the momentum of global economic recovery was weaker than 2024Q2.
Total demand shrank, with divergence across items. Total supply kept stable, with
services performing well. Amid weakening demand and stable supply, global
economic growth slightly declined, and the inflationary pressure continued to ease

(Table 1).

Table 1: Analysis of Major Global Economic Indicators in 2024Q3

I Share in global GDP in YoY change in Comprehensive
tems
2022 growth judgment
Residential
‘ 55.4% l
consumption
On the demand Fixed asset
) ) 28.1% 1 !
side investment
Government
) 16.5% !
spending
Agriculture 4.3% l
On the supply . . .
" Industry 27.5% 1Sight decline Basically stable
side
Services 68.2% 1
1 Slightly lower than
Economic growth——GDP growth Q2
Inflation rate CPI growth )

Source: World Bank, BOC Research Institute

Total demand cooled due to slowing growth of residential consumption,
rebounding fixed assets investment and decreasing government spending. Major
economies saw declining consumer confidence and moderating consumer spending
growth. Global trade in goods maintained the momentum of recovery, with Asia

Pacific economies like China and Vietnam performing well in exports. US
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enterprises entered the inventory replenishment phase, with some importers stepping
up imports to avoid the impact of the US “Section 301 tariffs to be effective soon.
Since 2024Q2, global financing environment has gradually improved as interest rates
fell, driving the growth of private investment to bottom out. Geopolitical
environment has been increasingly complex, and major economies raised tariffs and
strengthened cross-border investment review, exerting significant impact on FDI
flows and directions. Global FDI has dropped for two consecutive years during
2022-2023, and a rebound in 2024 will be limited on the whole. The size of
government debts continued to climb, leaving less room for fiscal maneuver, and
leading to continued adjustment in the spending structure and weakening multiplier
effects. Total supply kept stable, with global food supply strained, the
momentum of manufacturing recovery moderating and services performing
well. Supply of the primary industry varied across agricultural products. Production
of agricultural products like wheat and rice increased, while production of coarse
grains and cereals fell. Industrial output growth declined. In August, JP Morgan
Global Manufacturing PMI was 49.5%, down by 0.2 percentage point from July, and
staying below the boom-or-bust line for the second month straight. Services
delivered good performance. In August, JP Morgan Global Services PMI was 53.8%,
recovering for the second month straight and extending the good momentum of

growth.
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Fig. 1: Changes of the Indices of Industiral Production (IIPs) (2010=100)
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In 2024Q4, global economy will face mounting downside risk, with the
likelihood of synchronous declines in total demand and total supply. On the
demand side, the growth of commodity and service consumption in major
economies tends to decline. This will not only weaken the role of domestic private
consumption in driving economic growth, but also impact global trade and the
growth of foreign demand adversely. Global game of trade policies will add to the
uncertainties of global trade growth. The gradual shift of monetary policies by the
US Federal Reserve and European Central Bank will boost private investment, but
the recovery will not be strong enough to offset the adverse impact of contracting
consumption on economic growth. On the supply side, with manufacturing
receiving fewer new orders, the momentum of global production recovery will
moderate. Globally, the decline of services is expected to be slower than

manufacturing. It’s expected that the world’s year-on-year real GDP growth will be
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2.7% in 2024Q3, and 2.7% in the full year, flat with the growth in 2023 (Table 2).

Table 2: Forecasts for Real GDP and Inflation Rates of Major Economies in 2024 (%)

Real GDP growth Year-on-year CPI growth
Region Country Estimated Estimated
2022 2023 2024F change from 2022 2023 2024F change from
2024Q2 2024Q2
U.S. 1.9 2.5 2.3 +0.2 8.0 4.1 2.7 -0.1
Canada 3.8 1.1 1.4 -0.1 6.8 3.6 2.5 -0.1
Mexico 3.9 3.2 1.8 -0.3 7.9 5.5 4.7 +0.3
Americas
Brazil 2.9 2.9 2.2 +0.1 5.8 4.6 42 +0.2
Chile 2.4 -0.2 2.5 +0.5 11.6 7.7 4.0 +0.8
Argentina 5.0 -1.6 -3.5 +0.1 71.4 128.6 224.5 -29.2
China 3.0 5.2 5.0 -0.2 2.0 0.2 0.6 Flat
Japan 1.0 1.9 1.0 +0.2 2.5 32 2.3 Flat
Australia 4.0 2.0 1.2 -0.3 6.6 5.8 34 -0.1
) India 7.0 7.8 7.0 -0.8 6.7 5.7 4.6 -0.2
Asia
; South
Pacific 2.6 1.4 25 +0.2 5.1 3.6 25 0.1
Korea
Indonesia 5.3 5.1 5.0 Flat 4.2 3.7 2.8 Flat
Saudi
7.5 -0.8 1.5 -1.1 2.5 2.3 2.0 -0.3
Arabia
Euro area 34 0.4 0.8 Flat 8.4 5.4 2.3 Flat
UK 43 0.1 1.1 +0.5 7.9 6.8 2.4 -0.8
Germany 1.4 -0.3 0.0 - 8.7 6.0 2.3 -
France 2.6 0.9 0.7 - 5.9 5.7 2.3 -
Europe and
. Russia -1.2 3.6 33 +0.4 13.8 6.0 7.5 +0.7
Africa
Turkey 5.5 4.5 32 +0.2 72.0 53.4 59.0 +32.4
Nigeria 33 2.6 3.1 +0.1 18.8 24.5 31.3 +19.7
South
1.9 0.6 1.0 Flat 7.0 5.9 4.8 -0.2
Africa
Global 3.0 2.7 2.7 Flat 8.7 6.9 5.6 -0.1

Source: IMF, Bloomberg, BOC Research Institute
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1.2 Global inflation extended the decline trend, with energy and food prices

both falling

In 2024Q3, global supply steadily recovered, while the expansion of demand slowed
down, with inflation declining further. Global energy and food prices fell, pushing
down production and living costs worldwide. In July, the GDP-weighted average
inflation rate of G20 economies was 5.2%, down by 0.2 percentage point from the
average level of 2024Q2. In 2024Q4, global inflation is expected to fall further.
The momentum of global economic growth may weaken, with pressure mounting on
the demand side. Service consumption in major developed economies will move
increasingly back to the normal level, playing a smaller role in boosting inflation. As
the US Federal Reserve initiates the rate cut cycle, some commodity prices may
recover, and the PPI and exports price index in major industrial countries may rise,
slowing the decline of inflation. Thanks to adequate commodity supply and sound
industrial chain operation, the Asia Pacific region will see inflation staying at a low
level. It is expected that global inflation rate will drop to around 5.6% in 2024, down
by 1.3 percentage point from 2023.

1.3 Global trade sustained the momentum of recovery, with “South-South

cooperation” acting as a major engine

In 2024Q3, global trade operated steadily, extending the momentum of recovery
since the start of 2024. Amid recovering global trade, major traders in Asia and Latin
America diverged further in trade performance from the US and European
economies. In 2024Q4, the recovery of global trade will be exposed to more
uncertainties, which include a growing risk of economic downturn, contracting
demand for trade, implementation of higher tariff, anti-dumping and other trade
protection policies by some countries, and the amplifying adverse impact of
geopolitical factors on global trade. In spite of that, the overall performance of global
trade in 2024 will be very likely to be better than that in 2023. South-South
cooperation, represented by BRICS, SCO and China-Africa cooperation, has been
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increasingly close, becoming a new driver powering global trade.

1.4 The pace of fiscal policy normalization varied worldwide, and the

multiplier effects of spending tended to decline

In 2024Q3, major economies proceeded with the normalization of fiscal policies.
The size of fiscal spending generally shrank, and welfare and interest rate payments
made up a bigger share of the spending structure. As a result, the multiplier effects of
fiscal policies tended to decline. In 2024Q4, major economies will further normalize
fiscal policies. According to IMF forecast, in 2024, the fiscal deficit rate of
developed economies and emerging economies will fall by 0.4 and 0.7 percentage
point respectively compared to 2023. As the US Federal Reserve and European
Central Bank successively lower policy rates, the interest payment pressure on the
fiscal system is expected to be somewhat smaller. The impact of global presidential

elections on fiscal policies is gradually being felt.

I.5 Global monetary policies: The US Federal Reserve and European
Central Bank entered a rate cut cycle, and the Bank of Japan hiked interest
rates while reducing bond purchases, taking on the road to the normalization of

monetary policies

In 2024Q3, there was a wider divergence in global monetary policies. On September
18, the US Federal Reserve cut interest rates by 50 bps for the first time since it
initiated the ongoing tightening cycle in March 2022. The European Central Bank
lowered interest rates twice successively in June and September. The Bank of Japan
raised interest rates by 15 bps while reducing bond purchases at the end of July. In
2024Q4, global monetary policies will present the following characteristics. The US
Federal Reserve will continue to cut interest rates to tackle both economic and
political pressures. Due to weakening economy and declining payroll growth, it’s
almost for sure that the European Central Bank will lower rates again. Under

persistent inflationary pressure, Japan will maintain the logic of combining rate hike
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with the reduction of the balance sheet size. Emerging economies will vary in

monetary policies, with some countries likely to cut rates at the end of the year.
1.6 Economic outlook for major countries/regions

1. US: The momentum of economic growth will moderate, with a low

recession risk within the year

The US economy is currently at a stage of moderate decline, yet to trigger
conditions of a recession within the year. In 2024Q3, the US economy apparently
declined from 2024Q2, with the annualized quarter-on-quarter GDP growth expected
to be around 2.0%. As the growth of private consumption has slid sharply since
August, the momentum of continued consumption growth is inadequate. As the US
Federal Reserve kicks off rate cuts and market financing conditions gradually
improve, private investment is expected to maintain steady recovery. The federal
government increased spending, with the combined fiscal spending in July and
August growing by 82.5% year-on-year, and the monthly average amount rising by
6.6% from 2024Q2. Net export deficit may widen further, and the deficit of trade in
goods totaled USD119.13 billion in July, the highest monthly deficit on the US
record. Overall, despite their less contribution to economic growth, private
consumption and private investment, the two core drivers of GDP, kept basically
stable. So, the chances of an economic recession are small. With the cooling of
economy and labor market, the US witnessed a notably easing inflationary
pressure. In August, the year-on-year CPI growth in the US was 2.5%, down by 0.4
percentage point from July, and the declines for several months in a row were bigger
than expected. In 2024Q4, the US economic growth may decline further. With the
rapid cooling of the US job market, the positive cycle of “labor— employment
—consumption” in the US economy will be broken, very likely to dampen the
growth of private consumption. The US Federal Reserve officially started rate cuts in
September. To further spur the economy, it’s very likely to lower rates again in

2024Q4. This will improve liquidity environment and financing conditions, expected
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to bring about a further recovery in private investment. As the change of
administration draws near, it is expected that the size of government spending in
2024Q4 will be smaller quarter-on-quarter. Out of concerns over tariff policies,
importers may step up imports, which, combined with the sliding US dollar index
amid rate cuts, will add to import expenditure, making net imports a bigger drag on
economy. It is estimated that in 2024Q4, the annualized quarter-on-quarter real GDP
growth in the US will drop to around 1.5%. The economy will not slip into a
recession for the time being, but the downside risk will build up. The real GDP
growth is expected to be around 2.3% in 2024, down by 0.2 percentage point from
2023.

2. Europe: Economic growth will be slow and vary across countries

Euro area: Economic growth is slow with intensified divergence across

member states

In 2024Q3, the euro area maintained the trend of slow recovery. Private
consumption picked up, with the retail sales index and total consumption credit
recording a month-on-month increase of 0.5 and 0.3 percentage point respectively in
July. The rate cut by the European Central Bank boosted investor confidence, and
lowered the financing cost of market entities, which is expected to drive growth in
investment. Some member states of the euro area faced big sovereign debt pressure,
and the room for government spending was largely narrowed due to the fiscal
restraints of EU. Net exports supported economic growth, with trade in services and
trade in goods playing distinct roles. Inflation in the euro area steadily declined.
In August 2024, the harmonized CPI in the euro area grew by 2.2% year-on-year,
down by 0.4 percentage point from July and a figure that is in close alignment with
the inflation target of 2%. In 2024Q4, the momentum of economic growth will
weaken in the euro area. As residents are relatively pessimistic about financial
conditions, they are generally less willing to spend. Manufacturing will be under

pressure, and the pace of rate cuts by the European Central Bank in October and
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December will be highly uncertain. In August, EU brought the Artificial Intelligence
Act into effect, which is expected to curb the growth of investment in high-tech areas.
The role of “Olympic economy” in driving trade in services will fade away, while
the role of net exports in underpinning economy is very likely to weaken. It’s
expected that the quarter-on-quarter real GDP growth of the euro area will be 0.2%
in 2024Q4, down by 0.1 percentage point from 2024Q3. The full-year real GDP
growth will be 0.8%, up by 0.4 percentage point from 2023. The year-on-year
harmonized CPI growth in the euro area will be 2.2% in 2024Q4, and 2.3% in the
full year.

France: Driven by the Olympic effect, France’s economy grows fast. According
to the National Institute of Statistics and Economic Studies of France, the country’s
quarter-on-quarter real GDP growth is estimated to be 0.4% in 2024Q3, with the
“Olympic economy” contributing 0.3 percentage point to its GDP growth. As the
effects of the “Olympic economy” fade, France’s service growth will return to
normal, while manufacturing is most likely to remain sluggish. Service consumption
and trade will provide much weaker support for economy. It’s expected that the
country’s real GDP growth will be -0.1% quarter-on-quarter in 2024Q4, and be 0.7%
in the full year, which will be 0.2 percentage point lower than that in 2023. In 2024,
the year-on-year CPI growth is estimated to fall to 2.3%.

Spain: Economic growth is high and the inflation level continues to decline. In
2024Q3, Spain’s economy sustained the good momentum of growth, delivering
outstanding performance among the member states of the euro area. Tourism-related
service consumption driven by the Olympic Games became a major driver of
economic growth, while manufacturing showed certain resilience. In 2024Q4,
whether the stellar economic performance pushed by tourism is yet to be seen. Under
a big public debt pressure, Spain faces EU’s fiscal restraints and high-interest rate
expenses, with fiscal spending challenged by sluggish growth and decreasing

multiplier effect. According to estimates, the real GDP growth will fall to 0.3%
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quarter-on-quarter in 2024Q4, and be 2.7% year-on-year in 2024, up by 0.2
percentage point from 2023. CPI is estimated to be 3.1% in 2024.

UK: The momentum of economic growth moderates, with the effects of
economic reform to be seen. In the second half of 2024, the UK’s economy is
expected to maintain positive growth yet at a slower pace. On the demand side,
domestic consumption will still be growing, with the month-on-month and
year-on-year increase of retail sales index reaching 0.5% and 1.4% respectively in
July. In line with the Labour Party’s promise to increase spending on social welfare,
national defense and public services upon assuming office, government expenditures
saw a 2.1% month-on-month increase in July. In 2024Q4, with the launch of various
policies and reforms by the new administration, consumer and investor confidence is
expected to grow. However, due to the significant budgetary shortfall inherited from
the previous Conservative Party administration, the new government will have to
reduce public spending. Moreover, social contradictions have intensified after the
new administration came into power, possibly affecting the country’s prospects of
economic growth. It is expected that the UK’s real GDP growth will decline to 0.2%
quarter-on-quarter in 2024Q4, and be 1.1% in the full year, up by 1.0 percentage
point from 2023. CPI is estimated to be 2.4% in 2024.

3. Japan: Economy recovers, with domestic demand becoming a critical

driver of economic growth

Since 2024Q2, Japan’s economic situation has improved, mainly driven by the
recovering domestic demand. In 2024Q2, the annualized quarter-on-quarter growth
of private consumption was 3.7%, the best performance since 2022Q2. The
quarter-on-quarter growth of private housing investment and corporate equipment
investment picked up remarkedly from 2024Q1, while public investment reversed
the trend of a quarter-on-quarter decline seen in the previous three quarters. The
government worked to drive economic growth by scaling up investment in public

projects, with government spending contributing 0.9 percentage point to the
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annualized quarter-on-quarter real GDP growth in 2024Q2. Since the start of 2024,
foreign demand has made negative contribution to Japan’s economic activity. In July,
trade balance changed to a deficit of JPY621.8 billion from a surplus of JPY224
billion in June. Pushed by rising electricity and gas prices, its inflationary
pressure rebounded to some extent. In July, Japan’s core CPI rose by 2.7%
year-on-year, marking an increase for the 35" month straight, and the increase has
been expanding for three consecutive months. Japan’s government cancelled the
subsidy for electricity and gas bills, making rising energy prices a major reason
pushing up CPIL. In 2024Q4, whether Japan’s economy can sustain the growth
remains in doubt. From the perspective of domestic demand, the resumption of
positive growth of residential income will boost the continued growth of domestic
consumption, but the actual effects are still limited so far. From the perspective of
foreign demand, as JPY appreciates significantly, the cost advantage previously
enjoyed by Japanese enterprises in exports will be somewhat weakened. Moreover,
given the contraction in international demand resulting from the slowing growth of
the US economy, foreign demand may become a persistent drag on Japan’s economic
growth. After the change of administration, the macroeconomic policy orientations
of the new prime minister are yet to be observed, and Japan’s economic situation
may undergo further shifts. It’s expected that Japan’s economic growth will be
around 1% in 2024, down by 0.9 percentage point from 2023; the full-year CPI
growth will be around 2.3%, down by 0.9 percentage point from 2023.

4. India: Economic growth declines, with high growth subject to restraints

In 2024Q3, Indian’s economic growth slowed down. The rising unemployment
rate resulted in a moderation of private consumption, and the consumer confidence
index fell to 61.6 in August, the lowest since September 2023. After the end of the
presidential election, government spending has slightly grown. Narendra Modi starts
his third term of office as India’s prime minister, but Bharatiya Janata Party needs to

form a coalition government with other political parties. Import growth and export
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reduction caused India’s trade deficit to expand by 23.7% year-on-year in July to
USD23.5 billion. In 2024Q4, India will face many restraints in its efforts to
sustain high economic growth. In July, the Modi administration submitted the first
central budget after the presidential election, and whether the economic stimulus
plan can boost consumption is yet to be seen. Restrained by the fiscal deficit target,
plus the adverse effects of tax reduction policies on fiscal income, whether fiscal
spending will continue to expand is uncertain. The chances of a sharp increase of
FDI in the short term are small, and investment growth may be lower than expected.
Export of labor-intensive products may be limited, while the reliance on the import
of intermediate goods and capital goods will be hard to reverse in the short run,
possibly further widening the trade deficit. According to estimates, Indian’s real
GDP growth will be around 7.0% in 2024, down by 0.8 percentage point from 2023.
The full-year CPI growth will be around 4.6%, down by 1.1 percentage points from
2023.

5. Vietnam: Economy grows fast with strong resilience

In the first half of 2024, Vietnam’s real GDP growth was 6.4% year-on-year,
with final consumer spending and fixed asset investment serving as main
contributors. Vietnam saw a strong momentum of growth in consumption, with the
performance of service consumption particularly striking. Driven by government
funds and FDI, Vietnam enjoyed a good momentum of growth in investment. As
Vietnam mainly undertakes processing and manufacturing in global industrial chains,
benefiting from the ongoing boom of the global electronic industry, the import and
export of electromechanical equipment grew significantly. In 2024Q4, Vietnam’s
export and service consumption will be both promising, which will drive the
further growth of manufacturing. As external demand improves, international
capital will continue to flow into Vietnam, promoting its manufacturing export. As
the funds of newly increased FDI are gradually in place, Vietnam’s global production

and supply capacity will be further enhanced. The expansion of enterprise
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investment will also drive the growth of construction. In early July 2024, the policy
of raising the minimum hourly pay standard by 6% on average came into effect,
providing income foundation for the consumption growth in 2024Q4. In 2024Q3,
Vietnam saw the smooth change of administration. To Lam, the newly elected
general secretary of the Communist Party of Vietnam, will maintain earlier policies
on domestic and foreign affairs, adding to the tailwinds for the country’s
development. It’s estimated that Vietnam’s real GDP growth will be 6.0% in 2024,
up by 0.9 percentage point from 2023.

6. Argentina: Economy gradually stabilizes, with full recovery still a

challenge

Since 2024Q3, Argentina’s economy has shown signs of stabilization.
Year-on-year CPI growth has fallen for four consecutive months since May. In
August, it reached its lowest level since the start of 2024. Falling inflation drove the
recovery of consumer confidence. The Milei government has significantly reduced
public spending. Since January, government spending has been growing at a negative
year-on-year rate. Following the initial stabilization of economic activities, there has
been a narrowing of the decline in investment in the country, with an improvement in
net exports driven by export growth. In 2024, Argentina’s economy will still face
some challenges on the way to full recovery. The government will further tighten
spending. Steadily declining inflation and the labor reform are expected to propel the
recovery of private consumption. The continued stance on easy monetary policies
will help spur private investment. The Milei administration has launched a policy to
stimulate investment in large projects, but the effects are yet to be seen. Rising prices
of energy and other commodities worldwide will provide support for Argentina’s
exports, and the trade surplus is expected to sustain in 2024Q4. According to
estimates, Argentina’s real GDP growth will be around -3.5% in 2024, down by 1.9
percentage point from 2023; the year-on-year CPI growth will be around 224.5% in
2024, up by 13.1 percentage point from 2023.
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II. Global Financial Review and Outlook

Cross-border capital flows: There was a divergence in global FDI across regions,
with the Asian market attracting greater interest from securities investors. First,
FDI sustained the trend of divergence, demonstrating a greater influence from
geopolitical factors. Since 2024Q2, with the recovery of global trade, some
economies have witnessed a pickup in FDI across borders. In 2024Q4, as the
foundation for global economic recovery is yet to be consolidated, cross-border
funds will still have a strong tendency towards risk aversion, and FDI inflows will
most probably extend the trend of divergence. Major manufacturing countries in the
Asia Pacific region will see growing FDI inflows, with geopolitical relations being
the key to the speed and directions of FDI flows. It’s expected that global FDI
inflows in 2024 will be flat with 2023. Second, with regard to securities portfolio
investment, Asia and other emerging markets will see reshoring of cross-border
capital as the risk appetite of global investors improves. As the US Federal
Reserve initiates rate cuts and the global monetary easing cycle broadens, investment
in securities portfolios will undergo new changes. In terms of scale, with the decline
of global interest rates, investment in securities portfolios is expected to grow. In
terms of investment targets, in light of the new variables introduced by rate cuts by
major central banks and the US presidential election, there is a possibility that the
preference for bond and equity investment may vary across countries and regions at
different stages. In terms of flow directions, the US will see a slowdown in the net
inflows of securities investment; the euro area will still face pressure of net capital

outflows; emerging markets will diverge in capital inflows.

Money markets: Global money markets fluctuate more drastically, with
declining interest rates in major economies. In 2024Q3, global money markets
experienced bigger fluctuations, and some central banks lowered policy rates. The
liquidity level of US dollars was generally stable, returning to the equilibrium level

after tightening in early August. In 2024Q4, global money markets will mainly show
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the following characteristics. First, interest rates in the European and US money
markets are expected to decline, with the extent of this decline varying across
markets, while the interest rates of JPY may slightly go up. The US Federal
Reserve is very likely to cut rates again in 2024Q4, and US SOFR may decline with
policy rates. The size of rate cuts by the European Central Bank and the Bank of
England may be smaller than that by the US Federal Reserve. The Bank of Japan
may raise interest rates again in 2024Q4, and the TONAR of JPY is expected to rise
slightly. Second, global money markets will see a disparity in liquidity, and it is
essential to maintain a close watch on the risk events resulting from global
funds liquidity. In the short run, the liquidity of US dollars may maintain tight
balance. Vigilance should be exercised against the impacts of presidential elections,
geopolitical situations and other unexpected events on money markets. In the
medium term, there is a possibility of marginal adjustments to carry trades and other

investment funds globally.

Foreign exchange markets: Global foreign exchange markets enter a new phase,
with carry trades undergoing partial reversal. In 2024Q3, global foreign
exchange markets embraced a turning point. As the expectation for rate cuts by the
US Federal Reserve grew and was fulfilled, the US dollar index declined amid
fluctuations, freeing over 67% of the world’s currencies from the pressure of
depreciation against US dollars. In 2024Q4, global foreign exchange markets will
present the following characteristics. First, the US dollar index will experience a
wavy decline, yet with key points supported by many factors. On one hand, due
to sticky inflation, major central banks, including the US Federal Reserve and
European Central Bank, will successively lower interest rates, but the interest margin
will be stable. On the other hand, affected by factors like weakening European
economy and currencies, rising sentiment of risk aversion amid geopolitical conflicts,
and the “Trump trade”, the US dollar index will decline while fluctuating drastically

in the short term. Second, Asian currencies will enter a phase of “extensive
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counterattack”, with the situation for the JPY carry trades gradually reversing.
As the US dollar index declines, the exchange rates of the currencies of most
emerging markets will pick up amid fluctuations, and the currencies of some
countries with sound economic recovery and higher benchmark rates will be on the
way to appreciation. Asia’s economic activities will be stronger, with foreign
exchange rates expected to remain stable in 2024Q4. Third, foreign exchange
markets will see rising fluctuations, and global derivatives trading will extend
the trend of growth. As global benchmark rates adjust amid divergence, foreign
exchange markets will fluctuate more drastically, creating a growing need for market

entities to manage foreign exchange and liquidity risks.

Bond markets: Global bond yields decline notably, and the pressure on the
supply of US bonds will persist for long. In 2024Q3, affected by weakening
economy and relaxing monetary policies, major economies except Japan witnessed a
slide in government bond yields. In 2024Q4, global bond markets will present the
following characteristics. First, issuance of US bonds will not increase
significantly in the short term, but the pressure on supply will persist for long.
On the supply side, as the US government faces a growing population and higher
costs resulted from high interest expenses, both the size of national deficits and the
account balance of the US Department of the Treasury will be kept at high levels. On
the demand side, as Powell said the reduction of the balance sheet will not be
stopped because of rate cuts, the time for ending the reduction of balance sheet is
expected to be the end of 2024 or early 2025. Consequently, the pressure of
absorbing issued treasury bonds on investors will decline marginally, and the supply
and demand of US treasury bonds will be somewhat balanced in the short term.
Second, with the start of the monetary easing cycle, the interest margin between
2-year and 10-year US treasury bonds is expected to expand. If the US enters a
phase of continuous rate cuts in the future, the yield curve of the US treasury bonds

will remain strained overall. It is anticipated that short-term bond yields will undergo
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a more pronounced decline due to policy rates, while medium- and long-term bond
yields will be more susceptible to influences such as the US presidential election and
geopolitical events, resulting in a gradual increase in market demand for term
premiums. Third, the impact of the reduction of bond purchases by the Bank of
Japan will be limited, and the long-term evolution of the country’s political
landscape should receive attention. The meeting on interest rates held by the Bank
of Japan at the end of July decided to reduce bond purchases. As the size of
reduction is relatively conservative, its short-term impact on the bond market and
effect on future supply and demand will be limited. On August 14, the incumbent
prime minister announced that he would not run in the presidential election.
Although the policy proposition of the successor will not accelerate the
normalization of Japan’s monetary policies in the short run, the changes in economic
policies may affect the movements of JPY and trigger reshoring of JPY in the

medium and long term.

Stock markets: Global stock markets experience more drastic fluctuations, with
the cycle where different sectors lead rises in turn gradually showing up. In
2024Q3, global stock markets fluctuated more drastically. In particular, the Bank of
Japan hiked interest rates unexpectedly in early August, and the surging US
unemployment rate triggered the recession conditions specified in Sahm Rule,
resulting in “Black Monday” for global stock markets. In 2024Q4, global stock
markets will show the following characteristics. First, global stock markets will
benefit from rate cuts, with cross-regional allocation becoming an increasingly
important consideration. Fed rate cuts and Al will be the two major drivers of the
US stock market. In the short term, the US stock market will fluctuate at high level
with a limited upside. The European stock market will benefit from the rate cuts by
the European Central Bank, but the sluggish economy across Europe, tense
geopolitical situation in Middle East and Europe’s sensitiveness to fluctuating energy

prices may limit the returns on investment in Europe’s stock market. With a good
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momentum of economic recovery, the Asia Pacific region, excluding Japan, may
attract some investors. Second, global stock markets will enter a phase where
different sectors lead rises in turn, with small-cap stocks likely to manifest the
potential of recovery. The high valuations of tech stocks, geopolitical tensions and
changes in global monetary policies will push investors to seek new drivers.
According to estimates, global stock markets will gradually enter a phase where
different sectors lead rises in turn, with global funds moving from high-valuation
sectors to low-valuation ones, with the mid and small-cap stocks that slumped earlier

having greater prospects of recovery.

Commodity markets: Movements of global commodity prices vary, with the
expectation for rate cuts and geopolitical risks intensifying market fluctuations.
In 2024Q3, global commodity prices went downward on the whole, with the
movements diverging across commodities. Crude oil prices saw the second wave of
decline in the year with intensifying fluctuations. Copper prices stopped falling and
recovered in August, showing signs of marginal improvement. Gold prices remained
resilient, and were still at a high level within the year. In 2024Q4, global commodity
markets will present the following characteristics. First, the fundamentals of the
crude oil market will be relatively gloomy, with oil prices under downward
pressure. On the demand side, the growth of crude oil consumption will be sluggish
due to factors including global economic slowdown and impact from new energy,
while seasonal factors will play a weaker role in supporting international crude oil
prices. On the supply side, OPEC+ may phase out voluntary additional reduction of
oil production in 2024Q4, easing the stress on the global supply of crude oil but
putting a big downward pressure on oil prices. Second, gold prices will remain
strong, still fluctuating at a high level. As Central banks generally relax monetary
policies, the decreasing interest rates will provide a strong support for gold as a
non-interest-bearing asset. As the uncertainties facing global economy grow, the

bullish trend of gold remains unchanged. Instead, gold’s position as a tool for wealth
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preservation is consolidated, and will remain strong despite price adjustments at a
high level. Third, underpinned at the bottom, copper prices will climb amid
fluctuations. The net long positions of copper futures at major exchanges are
showing signs of stabilization and recovery, providing a strong support for copper
prices at the bottom. This suggests a greater probability of an increase in copper
prices than a decrease. The US Federal Reserve initiates the cycle of rate cuts,
providing impetus for rises of copper prices. Going ahead, with the accelerated
recovery of China’s economy, further rate cuts by the US Federal Reserve and the
improvement of market sentiments, copper prices are expected to sustain the trend of

slight rises amid fluctuations.
III. Special Research

III.1 Analysis of the rise of Global South and China’s approach to

deepening South-South cooperation

The Finance Center for South-South Cooperation defines Global South as “G77 and
China”, which comprises 134 countries, and has a population of 6.71 billion in 2023,
accounting for 79.2% of the world’s total population and covering a majority of

developing countries.
1. The Rise of Global South

The focus of global economy shifts from developed economies to Global South
at a faster pace. From 2000 to 2023, the economic aggregate of Global South grew
at an annual average rate of 9.2% from USDS5.6 trillion to USD40.0 trillion,
contributing to 56.4% of global economic growth during this period, which was
bigger than the contribution of developed economies (46.6%). Global South
becomes an important pole in global trade networks and a major participant in global
investment. Global South enjoys increasing strategic independence. Regional
cooperation mechanisms, such as ASEAN, SCO, African Union, and Community of

Latin American and Caribbean States, are producing extensive international effects.
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BRICS, in particular, is gradually leading the trend of cooperation within Global
South.

Fig. 2: Contribution of Global South to Global Economic Growth
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2. Deepening cooperation between China and Global South

China is a natural member of Global South, as well as an active advocate of and a
major participant in South-South cooperation. China deepens institutional
cooperation with Global South. At the bilateral level, China advances the building
of bilateral partnership with Global South countries in an orderly manner. At the
regional level, China endeavors to create a “1+N” platform for South-South
multilateral cooperation. At the cross-regional level, China improves the
multi-dimensional regional layout by promoting high-quality cooperation under the
Belt and Road Initiative. China forges increasingly closer economic and trade ties
with Global South. China is a major export destination and import source of Global
South. Global South’s export to China is mainly driven by resource endowment,
while its import from China is driven by domestic demand. China provides its
wisdom to the development of Global South. Centering on the Global
Development Initiative, China creates new ways of offering aid, and provides
resources directly to Global South. Also, China pushes other development partners to

increase input of resources to drive global development, and help to ease the debt
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burdens on Global South.

3. Advancing the common development of Global South

Put the common pursuit of development at the core. Going forward, bearing in
mind the development needs and comparative advantages of partners, all countries
should promote the alignment of development strategies, strengthen the
complementation of advantages, reduce economic and trade frictions, and
synchronously advance the cooperation in economy, trade, finance, infrastructure,
etc. Propel the building of international orders intended for win-win
cooperation. Focusing on building a community with a shared future for mankind
and constructing new-type international relations, China should fully tap its leading
role, drive the formation of consensus among Global South countries, and participate

in the reshaping of global orders and governance structure.

II1.2 The structure of the US treasury bond market and its interaction with

the US Federal Reserve’s monetary policies

1. Issuance of the US treasury bonds and analysis of their supply and

demand relations

Issuance of the US treasury bonds has been rising in recent years, with the investor
demand structure experiencing a change. Following the principle of minimizing cost
in treasury bond issuance, the U.S. Department of the Treasury takes into account the
movements of interest rates when devising the term structure of newly issued bonds.
Since the upper limit for the US debts was removed again in June 2023, the U.S.
Department of the Treasury has additionally issued a large quantity of short-term
treasury bonds that are less sensitive to rising term premium and more liquid. In
particular, as 2024 has seen a general market expectation for a rate cut by the US
Federal Reserve within the year, the U.S. Department of The Treasury feels more
motivated to increase the issuance of short-term treasury bonds, to make its debts

more sensitive to rate decline. With the additional issuance of short-term treasury
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bonds by the U.S. Department of the Treasury, money market funds begin to reduce
holdings of overnight reverse repos and increase holdings of treasury bonds as
short-term treasury bond yields are higher than those of overnight reverse repos.
Despite a relatively small share, asset management companies and hedge funds have
been the most important marginal demanders of treasury bonds since the US Federal
Reserve hiked rates. In particular, as these investors are more sensitive to prices, their
demand for short-term treasury bonds may further grow with declining inflation, rate

cuts by the US Federal Reserve and a recovery in the treasury bond market.

2. Analysis of potential risks posed by highly leveraged transactions like

basis trading in the US treasury bond market

In a normal market environment, basis trading helps improve the liquidity and pricing
efficiency of treasury bond futures and spot markets, but faces particular risks as well,
which may be amplified in case of over-leverage. Currently, the leverage ratio formed
by hedge funds holding treasury bond positions through repo market financing is still
as high as 50 times, making traders possibly unable to refinance by deferring repo at
acceptable rates in a turbulent repo market, particularly when interest rates rise. The
high leverage ratio of basis trading in the futures market is also reflected in the lower
collateral discount rate in margin requirements, which makes traders possibly unable
to satisfy the requirements on additional margins when the treasury bond prices fall.
What’s most worrying to markets and regulators is the high leverage ratio and
associated refinancing and derivative risks — in case of market turbulence,
particularly rising repo rates, traders may have to deleverage and quickly close

positions, thus intensifying price mismatch and market turmoil.

3. Influence of treasury bond and repo markets on the US Federal

Reserve’s monetary policies and their interactions

As a benchmark reference rate, SOFR improves the role of treasury bond and repo

markets in the US Federal Reserve’s monetary policies, and affects the framework,
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transmission mechanism and functions of the US Federal Reserve’s policies. The
framework for executing the US Federal Reserve’s interest rate policies
incorporates the interbank market, the repo and reverse repo market and their
pricing mechanisms. After constant improvements, the floor system of the US
Federal Reserve, which is mainly designed to manage interest rates, finally evolves
into the current model, with main characteristics as follows: First, it expands the
coverage from the single interbank market and its interest rate instruments to the repo
and reverse repo market and its interest rate instruments, and intervenes in the daily
operation of the two markets and participants at the same time, to balance supply and
demand in the two markets. Second, it adopts the two-levelled floor mode. The lower
level is reverse repo rates, or the lower limit of federal funds rates, designed mainly to
provide non-banking institutions with the opportunity to borrow treasury bonds from
the US Federal Reserve. The upper level actually comprises discount window rate,
reserve rate and standing repo facility (SRF). It’s the upper limit of not only the
federal funds rate, but also the repo rate. Therefore, the framework also creates a
corridor for repo market rates — the overnight reverse repo rate is at the bottom, and
SRF at the top, to avoid SOFR from going beyond the target range, and align SOFR
with the federal funds target range and effective federal funds rate. By adopting the
said framework and other instruments, the US Federal Reserve can effectively
intervene in operations in the interbank market and repo and reverse repo
market, not only keeping the federal funds rate within the target range, but also
maintaining the stability of the repo market and SOFR, the benchmark
reference rate. However, with the constant issuance of US treasury bonds, the growth
of demand is lower than that of supply, likely to make treasury bond and repo markets
vulnerable and exposed to risks. The treasury bond market has shown early signs of
liquidity shortage: First, although Merrill Lynch Option Volatility Estimate Index
(MOVE) remains high, the capacity of prime brokers hasn’t expanded
correspondingly. Second, due to the reduction of balance sheet by the US Federal

Reserve, since the start of the second half of 2024, SOFR has risen amid fluctuations
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to a level higher than the federal funds rate, with an average level of 5.338% during
July-September, higher than the federal funds rate (5.33%) but still within the target
range for the federal funds rate (5.25%-5.5%). Therefore, there is growing pressure to
meet the financing demand in the repo market and of the non-banking financial

institutions that raise funds through the market.

Since May 2024, the US Federal Reserve has slowed the reduction of balance sheet,
lowering the monthly upper limit for the reduction of balance sheet from USD35
billion to USD25 billion. According to the investigation of primary dealers conducted
by the Federal Reserve Bank of New York in July 2024, the treasury bonds held by
the US Federal Reserve over the next two years will still be around 15% of the GDP,
continuing to support the treasury bond and repo markets, and possibly easing the
pressure for higher SOFR. In addition, overnight reverse repo plays a role as a safety
valve in maintaining market liquidity, attracting investment from many money market
funds. Also as a major supplier of funds in the repo market, money market funds,
when adequate, will help ease the pressure on the repo market. Meanwhile, massive
investment in short-term treasury bonds by money market funds reduces the loss of
bank reserves. From a dynamic perspective, short-term treasury bonds will remain an
attractive asset option for money market funds, the growth of which will result in the
further decline of reverse repos. Once the reverse repos reach a low level, banks may
purchase more of the newly issued treasury bonds, which will cause banking reserves

to decline despite remaining at a relatively high level.
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