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“The mood among the financial and  
economic policymakers gathered in  
Washington was one of deep concern due 
to the state of the global economy. An 
analysis by the IMF shows that the puni-
tive tariffs announced by the US would 
lower global economic output by almost  
1 per cent. Coupled with the chaotic nego-
tiations surrounding the United Kingdom’s 
exit from the European Union (EU), the 
trade dispute is causing uncertainty 

among businesses and consumers on a 
scale that seems likely, in the case of  
Germany at least, to bring about a mild  
recession in 2020. Worldwide, real econo-
mic growth is likely to fall this year to  
3.0 per cent – the weakest expansion 
since the global financial crisis of 2009. 
This synchronised slow down is affecting 
around 90 per cent of the global economy 
and it is coming up against a financial  
system that has already been significantly 
weakened by years of low interest rate  
policy.Then there is a wave of protest  
movements in many countries around the 
world, not only in Hong Kong and France, 
but also in the Catalan region of Spain 
and in Ecuador, Chile and Lebanon. 
 
Against this backdrop, many government 
representatives seemed like the chastened 
sorcerer’s apprentice from Goethe’s ballad: 
at risk of losing control of the develop-
ments triggered by their monetary and 
economic policy. I would sum up the 
theme of the annual conference in two 
words: damage limitation. A year ago,  
economic policymakers were still watching 
the destructive behaviour of the US presi-
dent Donald Trump and of Nigel Farage, 
leader of the Brexit Party in the UK, with 
astonishment. This year’s conference was 
all about containment of the trade dispute, 
an orderly Brexit, stabilisation of the Euro-
pean financial system, and the risks of  
expansionary monetary policy. 

Containment of the trade dispute 
 
It is hard to predict what will happen next 
in the trade conflict provoked by the US 
administration, as Trump has shown that 
he can flip his position from one day to 
the next. However, my discussions with 
think tanks and trade experts suggest that 
the US administration will row back on the 
imposition of punitive tariffs against China. 
An analysis carried out by the political 
consultancy firm McLarty shows that the 
Republican Party lost a lot of support in 
the 2018 mid-term elections in the swing 
states of Michigan, Pennsylvania and Wis-
consin. Trump has to win back more than 
a million votes in these three states alone 
to secure his re-election. A further escala-
tion of trade tensions and the associated 
weakening of the US economy would  
probably be damaging to his prospects. In  
addition, moves to impeach the president 
are gaining momentum. 
 
The signs of a ceasefire in the tariff war do 
not mean an end to the conflict between 
the USA and China, however. Far from it. 
Concerns surrounding the growing influ-
ence of China and the submissive attitude 
of many major US corporations whose only 
fear is for their market share in China has 
been further heightened by the unrest in 
Hong Kong. “The conflict with China is a 
fight to uphold western freedoms” seems 
to be the consensus in American politics.  
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over the extremely loose monetary  
policy was shared by many speakers in 
Washington. The former head of the  
Federal Reserve Bank of New York, Bill 
Dudley, urgently warned the US central 
bank against giving in to Trump’s pressure 
and cutting interest rates further. Many  
of those attending the conference also  
expressed concerns about the pressure on 
the profitability of European banks caused 
by negative interest rates. 
 
My impression is that the central banks 
will act very cautiously over the coming 
months. The Chinese central bank has  
clearly already decided against further rate 
cuts: it intends to preserve the net interest 
margins of commercial banks, as bank 
profits are a precondition for sustainable 
lending growth. In the eurozone, the first 
job of the new president of the European 
Central Bank, Christine Lagarde, will be to 
calm the waters after Mario Draghi forced 
through a final round of monetary policy 
easing. The UK may even see interest rates 
rise if the new exit agreement is accepted. 
The US Federal Reserve should also be 
more cautious with its rate cuts as core  
inflation in the US looks set to rise above  
2 per cent and further tariff hikes have  
become less likely. 
 
 
Impact on the capital markets 
 
The geopolitical tensions of the past  
year have caused deep uncertainty in the 
private sector and led to a significant 
downturn in the global economy. In my 
opinion, the opportunities for political  
damage limitation at the moment are 
good. Trade tensions between the US  
and China could be contained and the 
probability of an orderly Brexit is high.  
Low interest rates and the change of  
government in Italy have prevented the 
eurozone crisis from flaring up again. 
These developments could be enough to 
lower risk aversion in the financial markets 
a little. In this scenario, monetary policy-
makers will exercise caution with regard  

to further interest rate cuts. The effects  
are likely to be felt primarily in the safe 
harbours: the US dollar, which tends to be 
in huge demand in uncertain times, could  
become less attractive and the extremely 
low yields on long-term government bonds 
in the core countries could rise. A weaker 
US dollar props up commodity prices and 
the currencies of many emerging markets. 
Equity markets could also benefit from  
a decline in risk aversion.”

Orderly Brexit moves ever closer 
 
The news concerning Brexit surprised  
the conference participants: last Thursday, 
in the middle of the IMF meeting, word 
reached Washington that the British prime 
minister Boris Johnson had reached agree-
ment with the EU on a new exit deal, 
under which Northern Ireland would de 
facto remain in the EU customs union and 
the customs border would be moved to 
British ports and airports. However, this 
agreement doesn’t mean the Brexit drama 
is over as the British parliament still has to 
approve it. And even if this exit agreement 
is ratified, the United Kingdom will have  
to negotiate a new free trade agreement 
with the EU within a very short space of 
time in order to prevent bilateral trade 
from reverting to WTO rules at the end  
of the transition period. 
 
However, the crucial aspect of the deal is 
not even whether it can be ratified quickly. 
It is that after his sudden agreement with 
the EU and his subsequent willingness to 
request an extension to the negotiation 
deadline, Boris Johnson can no longer  
go into the election campaign with the 
promise of a no-deal Brexit. This U-turn  
by the prime minister means that the likeli-
hood of the UK exiting from the EU in an 
orderly manner has increased considerably 
in recent days. 
 
 
Risks of an expansionary monetary 
policy 
 
In my opinion, this year’s conference 
marks a change of course in central bank 
policy. Having advocated further easing of 
monetary policy for many years, the IMF’s 
economists are now emphasising the risks 
of this approach. The price of cheap money 
is the risk to financial stability. The prolon-
ged environment of low interest rates in-
creases the size of the shortfalls in pension 
funds, and many investors are taking ever 
greater credit and liquidity risks in the 
hunt for adequate returns. This concern 
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