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Understanding the current state of the world
economy

* Shift in global economic power from
advanced to developing countries,

particularly East and South Asian.
* Business cycles.
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GLOBAL SHIFT IN POWER



Regional shift in world GDP shares, 1961-2013
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I Global balance _t'_
Economies’ share of world GDP, % '
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Shift in world GDP share away from the US and

Europe, 1961-2013
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Shift in Shares of World GDP for China, India
and Sri Lanka, 1980-2014
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1980 2014
China 2.3% 16.3%
India 3.0% 6.8%
Sri Lanka 0.12% 0.20%

Source: World Bank, calculated and table by author
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CYCLES IN THE WORLD ECONOMY
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Combining waves 't"
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Long cycle dating
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Juglar dating — cycle bottoms 't'
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1975 (oil shock)
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2016 (my estimate)
Source: NBER



Economic growth and inflation slowing between

recent short cycles
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2003-7 2010-14
Growth
Advanced economies 3.3 2.5
BRICs 8.3 6.2
Inflation
Advanced economies 2.3 1.5
BRICs 5.3 4.9

Source: World Bank, calculated and table by author
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FUTURE PROSPECTS
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Short-run (next couple of years) 't'
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* US and Europe will follow E. Asian o i

countries into recession in 2016, but not
necessarily a major fall in stock markets.
* More quantitative easing in US, Europe,
Japan and China.(1)
* Fiscal stimulus in China and advanced

countries.



Manufacturing driving world GDP
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Shares of world manufacturing;
US, EU and E. Asia, 1997-2014 e e

Percentage of Total
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Growth of Chinese industrial production and
primary commodity prices, 2008-2015 -‘Z'—
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Emerging markets falling fast _t.
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I Not what it was

GDP, % change on a year earlier
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Japan weakening

JAPAN GDP GROWTH RATE
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Europe recovering?
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The German export engine is losing steam 't.
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US economy weathering the storm?

T
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Coincident index suggesting increasing

weakness 't"
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US becoming increasingly dependent on trade
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I Stop the world, we want to get off

United States

......................... ' 60
% of Americans agreeing that

... US should “mind its own business”............ ... 50

internationally
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Sources: Pew Research (Centre; World Bani
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Long-run (upswing of the long business cycle) _t'_
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* A gradual rise in trend world growth as the long business “COMPETE

cycle turns up. 361h Lot et
e Continuing shift of wealth and power to the developing countries.
 Many more developing countries will shift towards manufacturing
production.
* The successful ones will attract manufacturing production seeking
to relocate from China and other high-cost East Asian producers.
 Some recovery in primary commodity prices.
* Arise in wage levels beginning with those in more advanced
economies.
* Misguided monetary stimulus policies of the advanced countries
could considerably delay the up-turn of the long business cycle.
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Printing by central banks
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Bank of Japan, Bank of England, Swiss National Bank, People's Bank of China, European Central Bank, Federal Reserve
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Falling long-term (10 year) interest rates,

Germany, Japan, UK and US 't"
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Historically low long-term interest rates _t.
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...and short-term interest rates 't.
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What did QE achieve?
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... asset price inflation

F1
i

Stocks love QE \

S&P 500 index == === Federal balance sheet ($bn)
1800 4000
1600 3500

1400
1200
1000
800
600

1000

2009 2019 201 20M2 2013
Source: Thomson Reuters Datastream

CATALYST 2015

S -

COLLABORATE
*COMPETE

3 6 b National Conference of
lL Chartered Accountants




Falling global interest rates encouraging

surge in global debt -‘Z'—
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A mega asset price bubble? 't'
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Thank you!



