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Global Economy 
 

November 9, 2020, Peter von Elten 

The global economy continued to recover in October, even though the upturn was slow. For the 
current year, the IMF is forecasting a global contraction of 4.4%. Starting from a low level, growth 
in 2021 will increase significantly in most countries and, according to the IMF, will exceed 5% 
worldwide. However, the IMF believes that economic momentum over the next 18 months will 
be hampered by rising unemployment. The biggest risk factor remains the further course of the 
pandemic. Europe in particular is currently being hit by the strenght of the second wave of the 
pandemic and could therefore shrink again slightly in the fourth quarter. The announcement of a 
highly effective vaccine, for which emergency approval is to be applied for in the USA this month, 
is causing general relief and enthusiasm on the stock markets. 

USA 
 

For a long time, America was regarded as the precursor of a functioning liberal democracy; it 
embodied the values of the free world and, thanks to its economic strength, the dominant world 
currency and its military and technological leadership, it has decisively shaped the major global 
political challenges. The abrupt departure from this global supremacy during President Trump's 
presidential term created a power vacuum that encouraged a number of primarily dictatorial 
powers, especially China, to jump into this breach and advance geopolitically. The weakening of 
democratic values has given rise to populist and dictatorial forces. Nevertheless, the United States 
remains unquestionably the best positioned country to meet the greatest challenges of our time: 
the struggle for a free world order, a partnership between the Western world and China on an 
equal footing, and climate change. The global economy will benefit from the fact that under Pres-
ident Biden, America will once again commit itself to international alliances and support a global 
agenda for climate protection. 

The outcome of the American elections raises the hope that the all too often provocative and 
polarizing confrontation in domestic and foreign policy of the Trump administration that was 
voted out will give way to an objective dialogue based on mutual respect. However, the new gov-
ernment under Biden is likely to have little room for maneuver due to the country's deep divisions 
and the wing battles within its own democratic party. This applies especially to the new govern-
ment's domestic policy, which may be blocked by the expected majority of Republicans in the 
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Senate. The "America first" agenda will continue to live on under Biden, albeit with a changed 
tonality. In the Trump era, the "twin deficits" have continued to rise (budget deficit from about  
$ 800 billion in 2016 to an estimated $ 3.9 trillion in 2020, current account deficit from about  
$ 400 billion in 2016 to an estimated $ 570 billion in 2020). At the same time, public debt is likely 
to have risen from about $20 trillion in 2016 to about $24 trillion in 2020 (source: Statista), out-
pacing GDP, which according to Statista grew from $18.7 trillion to $20.8 trillion. Further debt is 
pre-programmed by the still outstanding economic stimulus package in the trillions, which is con-
sidered necessary by both parties, but in different sizes and orientations. Like Trump, Biden will 
therefore demand a fairer burden-sharing, especially in the defense sector, and call on countries 
like Germany to make a significantly higher commitment. In the fight against China's geopolitical 
power ambitions and economic protectionism, he will rely on a binding coalition of Western de-
mocracies. 

Trump's victory in 2016 was based on the unconditional and enthusiastic support of white voters 
who were deeply disillusioned with the political establishment in Washington and saw their Amer-
ican dream disappear. This electorate remained largely loyal to Trump, despite many unfulfilled 
expectations. Due to demographic changes, however, this grouping declined from 44 % to 41.7 % 
of the electorate (according to the Center for American Progress). At the same time, Biden was 
able to gain 4% in this voter segment. Trump lost among white voters with higher education, 
while he won among the rich and voters with Latin American roots. 

Development and Longer-Term Effects of the Pandemic 
 

In many Western countries, government and corporate debt has exploded as a result of the 
fight against the pandemic. This was absolutely necessary to maintain economic structures and 
to avoid rampant unemployment and a high number of corporate bankruptcies, and was largely 
supported by expansive monetary policy. The unexpected force of the second wave of the pan-
demic, which is currently hitting Europe in particular, will require additional support programs, 
depending on their duration, and will result in considerable collateral damage such as unem-
ployment and bankruptcies in addition to a further increase in debt. Once the pandemic has 
abated, the question of the longer-term sustainability of this debt explosion will become more 
pressing. In various countries such as Spain, Germany and, under the new government, also in 
the USA, higher taxes and charges for high incomes and wealth are being discussed. 

A few days ago Martin Wolf, co-editor and chief commentator of the Financial Times, named 
ten aspects that try to capture the longer-term effects of the pandemic. I have shortened these 
aspects and summarize them here: 
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1. Duration of the Threat: 

The virus is likely to remain a longer-term burden. The contamination can come from peo-
ple who do not show symptoms themselves. 

2. Longer-Term Economic Losses: 

Unemployment, excessive debt, increased poverty and interrupted education are some of 
the wounds that the pandemic has inflicted and has left all economic subjects poorer. 

3. Structure of Economic Activity: 

We have made a leap into a new world of virtual interaction with one another. This will 
permanently change future life and work patterns. 

4. Strengthened Role of Technology: 

The influence of technology has grown permanently. At the same time, we have become 
more aware of the enormous influence of technology giants. The pressure to strengthen 
competition and regulate monopolies more efficiently is likely to increase. 

5. Growing State Influence: 

State influence tends to grow strongly in major crises and remains present even in the 
phase of economic recovery.  

6. Reduced state intervention: 
 

7. The costs of government intervention remain acceptable as long as the central banks are 
committed to kee real and nominal interest rates low. Nevertheless, the high budget 
deficits will have to be reduced at a later stage; since spending pressures will remain 
high, this should lead to higher taxes and charges, especially for the wealthy, who have 
also benefited most from the extremely low interest rates. 

8. Effects on the domestic political situation: 

Some countries have responded well to the crisis, others less so. The decisive factor was 
not the form of government, but the effectiveness and determination of the measures 
taken. Populist demagogues such as Bolsonaro, Johnson and Trump scored badly and are 
likely to be punished by their voters. 
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9. Influence on international relations: 

The pandemic has developed into a global crisis that can only be efficiently managed with 
global cooperation. However, the spread of the virus has tended to exacerbate interna-
tional conflicts, particularly between the United States and China, and to promote isola-
tion.  

10. Future of globalization: 

The international trade in goods has already been slowed down after the financial crisis of 
2008. This trend should continue after the pandemic. The multilateral approach could be 
further weakened and undermine the World Trade Organization. The trade disputes be-
tween the West and China can hardly be solved. 

11. Solution of common tasks: 

This is where opposing developments are evident. On one hand, there are efforts to im-
prove international coordination, especially with regard to climate change, and on the 
other hand, the weakened legitimacy of international agreements, especially on the part 
of the USA, which has withdrawn from the Paris Climate Agreement and the World Health 
Organization. 

 

China - A New Five-Year Plan under the Sign of Growing Tensions 
with the USA and Neighboring Countries 

 

The Central Committee of the Chinese Communist Party met behind closed doors in late October 
to discuss a new five-year plan and set itself ambitious goals. The plan for the years 2021 to 2025 
is to be formally approved in March next year at the People's Congress. In view of heavily strained 
relations with the USA and a number of other states, as well as massive restrictions on the transfer 
of knowledge and technology from abroad, China is planning significant investments in research 
in order to become independent of the outside world by 2035. The strategy is to respond to the 
American efforts to decouple from China. The move away from America and allied nations such 
as Australia is to be accompanied by a strengthening of relations with countries in Asia, Europe 
and Africa along the new Silk Road. 

The Chinese economy is to be geared more strongly to domestic consumption in order to accel-
erate the still slowly growing consumption rate. The standard of living of broad sections of the 
population is to be raised significantly through qualitatively better growth. Geostrategically, a 
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closer synchronization of the defense industry with the civil economy is planned. In contrast to 
the expiring five-year plan, which envisaged an average growth target of 6.5% per year, no growth 
target for the next five years was communicated. Experts expect annual growth of around 5% for 
the coming years. The economist Michael Pettis, who has been teaching at Beijing University for 
many years, sees the true growth rate already below 3% and warns of the high debt burden of 
Chinese companies. 

China's seizure of land in the South China Sea and the advance into the Indian Ocean is meeting 
with ever stronger headwinds from the neighboring countries. The US may have finally realized 
that a coordinated approach is the best way to impress China and curb its ambitions. The US, 
Australia, India and Japan have formed a four-member coalition that has just held its first formal 
meeting in Tokyo. The alliance, called the Quadrilateral Security Dialogue, or "Quad" for short, is 
intended to improve the operational capability of the navies of the four partners and thus secure 
trade routes to East Asia. The Americans will transfer coast guard vessels to the West Pacific to 
counter the intrusion of Chinese submarines into the Indian Ocean. For the first time, Germany is 
also sending a strong signal towards China. In the recently published "Guidelines for the Indo-
Pacific" the German Navy announces the deployment of a frigate into the Indian Ocean. 

India sees itself threatened by a network of ports built or taken over by China in Sri Lanka, Pakistan 
and Djibouti, as well as the plans for a deep water port in the neighboring country of My-anmar. 
As a signal, it has moved a warship into the South China Sea and hopes that the four-member 
coalition will help India limit China's ambitions along the border in the Himalayan region. China, 
however, has strongly condemned the delivery of $2 billion worth of American medium-range 
missiles to Taiwan. The emerging alliances against Chinese expansion in the South China Sea and 
the Indian Ocean will also have economic consequences. 

Conclusion 
 

The outcome of the US elections, combined with the hope of reviving a constructive multilateral 
dialogue, the prospect of effective treatment against COVID-19, and positive signals from the 
Brexite Front are promising developments in times of global embrace by the pandemic. The light 
at the end of a dark period and extreme challenges will unleash new forces and draw investors 
out of their reserves.   
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