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Fallout from US
trade wars felt by 
global economies 

The collateral damage of the United States’ trade
wars is being felt from the fjords of Iceland to
the auto factories of Japan. Central bank gover-

nors and finance ministers traded grim tales of suffer-
ing economies at the International Monetary Fund and
World Bank fall meetings in Washington this week.
Some also noted how far US policy had shifted from
the 1940s, when Washington co-founded the IMF.

At that time, “the world economy had been ham-
mered for over a decade by high tariff barriers,
depression and war,” prompting then-US Treasury
Secretary Henry Morgenthau to champion a global
economic system, World Bank President David
Malpass told attendees at a session this week. The US
message then, Malpass said, was: “First, there’s no limit
to prosperity. Second, broadly shared prosperity ben-
efits everyone.”

As the IMF’s gathering of 189 member-nations drew
to a close, the unintended negative impacts of the trade
wars were becoming clear, IMF Managing Director
Kristalina Georgieva said. “Everybody loses.” The United
States, the world’s largest importer, started a bitter tariff
war with China, the world’s largest exporter, 15 months
ago. US President Donald Trump is also in the midst of
renegotiating, and sometimes upending, trade relation-
ships with many of Washington’s top trading partners.
The fallout will slow global growth in 2019 to 3.0%, the
slowest pace in a decade, the IMF estimated this week.
This pain is not being shared equally. The United States
remains the least exposed of the world’s 20 largest
economies to a drop in exports in part because of its
massive domestic consumer spending base.

Europe’s pain
The damage is being particularly felt in European

countries which “rely on exports and are open to
trade,” the European Union’s Economic and Financial
Affairs Commissioner Pierre Moscovici said. More
than 40% of Germany’s GDP was derived from
exports in 2018, the most of any major global economy.
Uncertainty in the business community is widespread,
German Finance Minister Olaf Scholz told reporters.

German trade group BGA recently revised down its
growth forecast for German exports in 2019 to just
0.5%, from 1.5%. As a result, many companies are
scaling back their investment plans, something that will
have repercussions for years to come. Scholz said con-
cerns over Britain’s impending departure from the EU
and the bloc’s trade dispute with the United States
were clearly dampening global economic growth. “The
most important problem remains those factors that we
cannot measure - specifically the reluctance to invest,”
Scholz said. The pain is being felt in countries that
don’t rely on exports too, such as Iceland, which
became the first developed economy to seek aid from
the IMF after a 2008 banking collapse. Since then, it
has rebuilt its economy in what’s been called a miracu-
lous recovery. Now, that is threatened.

“We have become dependent on tourism,”
explained, the governor of Iceland’s central bank, with
annual visitors growing five-fold to 2.5 million since
the crisis. Foreign arrivals, however, have plummeted
since the trade wars started, and are down 15.6% this
summer from the year before. Iceland, with a popula-
tion of about 300,000, built foreign currency reserves
on the back of the increase in visitors, he said, but
those are dropping too. Trade links between countries
have led to a more peaceful world in recent decades,
but recent experience shows “you can never take
global trade for granted,” he said.

No American immunity
On Friday, Japan’s Cabinet Office, which helps coor-

dinate government policy, downgraded its assessment
of factory output in October. The softness in produc-
tion was largely due to car exports to the United
States turning weaker, after growing steadily until the
spring, a government official said at a briefing. “The
pick-up in global growth is being delayed,” Bank of
Japan Governor Haruhiko Kuroda said. “Japan’s econo-
my is seeing exports weaken significantly and that’s
affecting factory output.”

The United States hasn‘t been immune from the
impact of the trade wars. American farmers have been
particularly hurt by Chinese tariffs on US agricultural
products, prompting the Trump administration to give
billions in aid to the farm belt. Washington’s imposition
of steel and aluminum tariffs and uncertainty about
passage of a new North American free trade deal - the
United States-Mexico-Canada Agreement - have also
stalled local economic development. The trade tensions
are helping to spur a push among African nations to
create a more self-reliant continent. “We must take it
upon ourselves to grow trade among ourselves,” said
Ukur Yatani Kanacho, Kenya’s acting cabinet secretary
for treasury. — Reuters

The world’s most powerful policymakers are strug-
gling to alleviate the pain of a slowing global econo-
my with few levers left to pull and growing concern

that one of them, negative interest rates, already is creat-
ing problems of its own. In an ideal world, elected officials
would pull more of the weight with fiscal programs and
structural reforms that would improve growth and allow
interest rates to rise.

But over three days of conversation here, the dilemma
has become clear: Whether it is the US-China trade war,
tightfisted spending in Germany, or the drawn-out Brexit,
broader government policies are moving in the other
direction - driving central bankers to mount further rescue
efforts, and likely leading to even more negative yielding
debt.  “We still have tools which could be used as neces-
sary,” said Bank of Japan Governor Haruhiko Kuroda. “I
don’t think the effect of monetary policy has declined sig-
nificantly or materially.” Still, Kuroda said that a prolonged
low interest rate situation could have “side effects on the
financial system. You have to be careful.”

Negative interest rates are now a fact of life in Europe
and Japan, and multiple other countries including the
United States are lowering their target policy rates. “It is
not really clear how we are going to get out of this,”
Stanford University economics professor John Taylor said
at a meeting of the Institute of International Finance. He
spoke at a central banking panel that showed just how
much the landscape has shifted in the decade since the
2007 to 2009 financial crisis. 

Far from debate over whether unconventional policies
are appropriate or not, the discussion is now about
whether traditional central banking can even survive - or
whether oddities like negative rates have become self-
reenforcing, and whether central banks will need to begin

overtly financing government programs to get the fiscal
spending that may provide an exit from them. “We have
got to make it easier for politicians to run fiscal policy
when monetary policy is essentially not operating well,”
said former Federal Reserve vice chair Stanley Fischer,
now a senior adviser with investment management firm
BlackRock.

Tilted to the downside
Conversation at the International Monetary Fund and

World Bank meetings this week was dominated by two
concerns - a global economic slowdown driven by “policy
shocks” that might have been avoided, and the risks to
pension funds, banks, and overall financial stability posed
by the roughly $15 trillion, estimated by the IMF, in bonds
that now pay a negative interest rate.

With easier monetary policy being used to dampen the
impact of the trade war and other risks, some analysts
worry about the moral hazard of central bankers under-
writing the very policies they feel are slowing growth.
“There is a kind of benign view that central banks are just
kind of doing their best to offset the damage done by one
set of policymakers in one side of the government,” said
Brian Coulton, chief economist at Fitch Ratings. “There is a
real danger in misplaced faith in the capacity of central
banks to fix all these growth challenges.”

Yet they may have no choice. IMF economists slashed
their forecasts for global growth to the slowest pace since
the 2008-2009 financial crisis, ahead of the conference,
setting the tone for a somber mood. In a communique
issued on Saturday, the IMF’s steering committee said
member countries should “employ all appropriate policy
tools, individually and collectively, to mitigate risks.”

With interest rates close to or below zero, asset pur-

chases are now the main policy tool for some central
banks. The ECB, for example, has cut its key rate to a
record low of minus 0.5% and launched an indefinite bond
buying program that will likely keep it in the market for
years to come. “The risks surrounding the euro area
growth outlook remain tilted to the downside,” outgoing
ECB President Mario Draghi said at the IMF meeting on
Friday. “The Governing Council continues to stand ready
to adjust all of its instruments.”

Beyond the euro zone, the United States and Japan,
other nations are also easing rates. The Russian central
bank, which has been cutting rates this year as economic
growth slowed and inflation waned, will be ready to act
“more decisively” when cutting interest rates, Governor
Elvira Nabiullina said. Ukraine central bank Deputy
Governor Kateryna Rozhkova said the bank intends to cut
the key policy rate gradually.

Sign of sickness
While lower rates support growth, the consequence of

ultra-accommodative policy is that it can breed higher risk
taking, as investors search for yield, said experts. “We do
worry about the side effect, which is that investors are
reaching for yield,” said Tobias Adrian, financial counselor
and director of the IMF’s monetary and capital markets
department. “That is ultimately what is driving high yield
bonds into negative territory in some parts of the world.”

Adrian pointed to leverage rising in the corporate sec-
tor and said the IMF saw stretched valuations in some
equity markets, many corporate bond markets, and gov-
ernment bond markets around the world. Negative interest
rates may be hiding “deep underlying problems,” said gov-
ernor of the Central Bank of Iceland. They’re a “sign of
sickness for developed economies.” — Reuters

A woman jumped on the table - throws papers and confetti as she interrupts a press conference by Mario Draghi (center), President of the European Central Bank, (ECB) fol-
lowing a meeting of the Governing Council in Frankfurt/Main, Germany. Mario Draghi’s final meeting as European Central Bank president on October 24, 2019 is unlikely to
bring surprises after last month’s stimulus package, analysts say, leaving him to patch up a divided governing council as best he can. — AFP 

Negative interest rates forever? 
Central bankers look for an exit 

Key challenges for
Indonesia’s Widodo 
in second term

Indonesian President Joko Widodo started his second
five-year term yesterday pledging faster infrastruc-
ture development and more investment opportunities

to create jobs and growth in Southeast Asia’s biggest
economy. However, he faces fresh challenges after some
of the biggest student demonstrations in decades erupt-
ed last month opposing new bills parliament had tried to
push through that critics say undermine democracy and
threaten basic freedoms. Here some key policy issues
facing the president:

Economic slowdown
Hampered by soft commodity prices, Indonesia

has struggled to lift economic growth above 5% in
recent years despite a boom in infrastructure build-
ing and attempts to cut red tape hampering invest-
ment. Indonesia has attracted investment in mineral
smelting, but has failed to win as much of the manu-
facturing investment moving out of China compared
with some rivals. Widodo has pledged to improve the
investment climate further by relaxing strict labor
rules, opening up more areas to foreign investors and
speeding up trade agreements. But the stakes are
high given 2019 economic growth is expected to
slow for the first time in four years amid risks of
global recession.

Corruption
Student protests may persist amid anger over a law

that they say weakens the war on graft and other contro-
versial new bills, including a criminal code that outlaws
sex outside marriage. Ahead of his inauguration, Widodo
approved parl iament’s bi l l  to put the Corruption
Eradication Commission under the watch of a new com-
mittee and curb its freedom to wiretap suspects. Last
week, over 40 economists signed an open letter urging
Widodo to revoke the law, arguing corruption hurts effi-
ciency and hampers investment.

Education
In a country where about half the population is under

30, students consistently rank near the bottom of inter-
national student surveys. The president has allocated

money for ski l ls training for the unemployed and
expanded a program to pay for higher education for the
poor. Government officials also say a ban on foreign
ownership in the university sector will be lifted, but pri-
mary education, particularly in remote areas, remains
under-resourced.

Papua
Indonesia’s two easternmost provinces are among

the country’s poorest regions and have seen a spike
in violence since August, triggered by racial slurs
made against Papuan students on the main island of
Java. Demands by some separatist groups for a new
independence referendum have gained momentum
during the unrest. Some Papuans see a 1969 vote to
integrate the former Dutch colony with Indonesia,
which was backed by the United Nations, as illegiti-
mate. Widodo has said he is open to holding talks
with separatist leaders to end the unrest, a departure
from the stance of previous governments and some
of his ministers.

Rising conservatism and radicalism
Indonesia has the world’s biggest Muslim population

and is often seen as an example of how democracy and
Islam can co-exist, but rising conservatism has fanned
greater intolerance in a country with significant religious
and ethnic minorities. At the same time, Indonesia is grap-
pling with a resurgence in Islamist militancy after a series
of suicide bombings in the city of Surabaya last year and
the recent stabbing of the country’s chief security minister
by a suspected militant.

Environment
Indonesia recently suffered its worst forest fires since

2015 and as the world’s biggest palm oil producer has
been fighting a plan by the European Union to phase out
using the oil as a transport fuel due to links to deforesta-
tion. Widodo announced plans in August to move the capi-
tal from the crowded, flood-prone city of Jakarta on Java
island to the forested island of Borneo, triggering ques-
tions over how the plan would be financed and its environ-
mental impact. — Reuters

Indonesian President Joko Widodo (2nd right) and his son Kaesang (3rd right) meet a crowd before he was sworn in for a
second term as Indonesia’s president, in Jakarta. — AFP 


