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Global Economy – Recession fears recede 
 

January 27, 2022, Peter von Elten 

Europe – The first weeks of the new year have brought positive surprises. Continued falling infla-

tion rates, declining energy prices and the astonishingly rapid and complete lifting of China’s 

Covid-19 restrictions – these have all contributed to a more positive assessment of the global 

economy and boosted market outlooks. The fear of a European energy crisis has dissipated, both 

thanks to an as yet mild winter, and well-stocked natural gas stores. Purchasing managers have 

confirmed the improved mood in Europe. Leading institutions have corrected their negative 

growth forecasts and are now no longer assuming a recession this year. 

US – Despite inflation and a more restrictive monetary policy, the US has generated real growth 

of a solid 2% in the last year, having booked numerous orders for durable consumer goods in 

December. The US current debt ceiling of $31.4 trillion is due to be raised by June, at the latest. 

Radical Republican lawmakers are threatening to back the government’s significant austerity 

promises. Should there be any delay to this, the state’s risk of default could unsettle markets. 

China has abruptly changed course in its Zero-Covid policy, announcing further measures to stim-

ulate the economy. The government has pledged support for the real estate sector, the second 

major pitfall of the Chinese economy. It has also relaxed crackdowns on leading technology com-

panies and announced a more business-friendly international trade policy. Given this change in 

course, a growth of over 5% is expected this year, compared to 3% last year. 

However, there is still the danger of a monetary policy-related recession: due to the initial mis-

judgment of inflation dynamics, European and US central banks now feel compelled to raise in-

terest rates across several stages, scaling back balance sheets in an already weak-growth market. 

Since there is a considerable time lag until interest rate increases fully affect companies and con-

sumers, there is a risk that the already weak economy will come to a halt. Warning lights are 

flashing in those economic sectors particularly sensitive to interest rates, such as real estate mar-

kets. Real estate valuations – which are already falling – and rising interest rates are likely to 

influence consumer spending. Another major factor of uncertainty is the escalation of the war in 

Ukraine, in which the West is becoming ever more involved, given the delivery of heavy artillery. 
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Beginnings of a new world order  

 

In recent years – particularly since Trump’s presidency and his “Make America Great Again” poli-

cies of isolation and protectionism, there have been growing tensions between two societal fac-

tions – the democratically governed and rights-based States, as opposed to more autocratically 

governed and power-based nations. This world order is shaped by the US institutions that devel-

oped in a post-WWII era, which are now coming under increasing pressure by China, which has 

risen to become a geopolitical, economic, and military world power. This is alongside the growing 

influence of many – primarily Asian – emerging nations. The war in Ukraine has now hugely ac-

celerated this polarization. 

World trade will increasingly develop within these two blocks via “friend-shoring”. Both sides 

strive to reduce dependencies on the competing economic system. The West is in an especially 

tricky spot here – caught between the old world of fossil fuels and the age of regenerative ener-

gies and technological advances, raw materials are key. And China has gained access to these 

early on. China is also continuing to expand its global sphere of influence by establishing a net-

work of partnerships. It aims to break the dominance of the dollar as a trading and reserve cur-

rency. 

China’s “Belt and Road Initiative” (BRI) has secured important water and land routes and gained 

access to new markets. 149 countries have joined this initiative so far. 

China’s “friendship without limits” with Russia was publicly proclaimed last year and unites these 

countries in their long-standing struggle against the US “hegemony”. At the same time, China has 

secured itself access to Russia's wealth of raw materials. As a sign of friendship, Putin has already 

expressed his support to Xi Jinping for China's desire to reunify Taiwan. 

When the US freeze on Russia’s dollar-denominated foreign exchange reserves was announced, 

Xi Jinping used the opportunity to propose a “petroyuan”. At a meeting with members of the Gulf 

Cooperation Council (GCC) last December, he addressed the concerns of the energy market and 

announced that this petroyuan would compete with the petrodollar, aiming for close cooperation 

with these members. By 2025 at the latest, all trading with these partners should be done in 

renminbi and on the Shanghai Petroleum and Natural Gas Exchange. Countries like India, Brazil, 

Russia, Iran, and Venezuela will also be required to invoice in petroyuan. A digital yuan will most 

likely increase the attraction of this currency. 

A geopolitical and economic shift towards the Indo-Pacific is a reality that will transform the cur-

rent world order – hopefully, this will be a peaceful process. 
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