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World economy to slow down in 2019 due to trade wars.

The global economy recorded synchronized economic growth across 
countries and regions in 2018.  The U.S. tax reform and spending 
programme helped to accelerate the growth momentum. Two crucial 
factors impacted global growth in 2018. The US administration introduced 
protectionist policies with rises in import duties on China’s exports to the 
US, and with threats of still further increases (to 25% on more than half of 
all its exports) if an agreement is not reached in March 2019. Both tax cuts 
and trade protectionism were among Donald Trump’s presidential election 
campaign promises in 2016.

The second crucial factor was the normalization of monetary policy by the 
European Central Bank and more especially the US Federal Reserve. This 
led to turbulence in emerging markets particularly in countries such as 
Argentina and Turkey, although there was no systemic crisis.

The global economy however lost steam in the third quarter following the 
second quarter’s strong performance due to the uncertainty associated with 
protectionism, reduced demand from China, unresolved problems relating 
to Brexit and Italy’s fiscal defiance of the European Union. 

Global Economy
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Figure 1: Global Growth Forecast (%) 2016- 2019P

Source: IMF: World Economic Outlook, Jan., 2019.
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Outlook for 2019

The outlook for the global economy in 2019 indicates that GDP growth 
will slow in aggregate terms in most major countries. Available data 
indicate that the United States economy, Chinese economy and Eurozone 
are all slowing down. The potential global slowdown combined with 
other risk factors —the U.S.-China trade war further rate hikes by the US 
Federal Reserve and the United Kingdom’s potential no-deal exit from the 
European Union — create a perfect storm that is likely to slow the global 
economy in 2019.

Monetary tightening is expected to see a convergence in 2019, with the 
notable exception of Japan. The US Federal Reserve is expected to hike 
interest rates three times during the year, especially given the current 
momentum in the US economy. In addition, the European Central Bank, 
Bank of England, Bank of Canada and the Reserve Bank of Australia all 
look likely to raise interest rates in the coming year. 

According to the World Bank’s Global Economic Prospects report, global 
financing conditions have tightened, trade tensions have intensified, and 
some large emerging market and developing economies have experienced 
significant financial market stress.

As a result, the bank forecast Global Economy to grow at 2.9% in 2019 
from an estimate of 3.0% in 2018. Growth in advanced economies is 
estimated to slow to 2.0% in 2019 from 2.2 % in 2018 while emerging 
market to grow at 4.2% in 2019. Sub-Saharan Economies were forecasted 
to grow to 3.4% in 2019 from 2.7% in 2018

United States | Economic growth expected to slow down in 2019

US economy performed better than expected in 2018. The strong 
performance is in part explained by significant support from expansionary 
monetary and fiscal policies. 

The U.S. consumer market has been the key engine of growth in 2018 
with almost all drivers of spending firing on all cylinders, including 
recent support from lower income-tax payroll withholdings. As a result 
U.S economy growth peaked at 4.2% in the second quarter of 2018, but 
however slowed in the subsequent quarters due to waning fiscal stimulus 
from the personal and corporate tax cuts, as well as the continuation of 
gradual rate normalization by the Federal Reserve. 

The World Bank estimates U.S. growth in 2018 at 2.9% from 2.2% in 
2017. 

After a modest slowdown in the third quarter, the economy appears to 
be maintaining a robust growth momentum in the fourth quarter, driven 

The outlook for the 
global economy in 
2019 indicates that 
GDP growth will slow 
in aggregate terms in 
most major countries.
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primarily by rising private spending as a result of the holiday season. 

Retail sales data in November indicates private consumption growth will 
accelerate somewhat in Q4 compared to Q3, supported by steady job gains 
in the labor market. 

In 2018, the U.S. administration raised tariffs on about $300 billion worth 
of imports, mostly from China; other countries have retaliated with tariffs 
on about $150 billion worth of U.S. exports.

The meeting between Donald Trump and Xi Jinping in early December 
yielded a 90-day truce between US ad China. This ensured no new 
tariffs will be enacted during the period which should limit disruptions 
in business activity for the time being. Indeed, despite concerns about 
tariffs, the manufacturing sector gained steam in November thanks to 
solid domestic demand. Nevertheless, the U.S. is set to increase the rate on 
existing tariffs from 10% to 25% on 2 March 2019, in the likely event that 
trade talks fail to produce a substantive agreement.

In 2019, the economy is poised to slow due to multiple headwinds, most 
crucially on rising interest rates, a global growth deceleration, and fading 
stimulus from the 2017 tax cuts. Higher interest rates will start to bleed 
through to mortgage rates and rates for auto and personal loans. However 
higher government spending and robust private consumption amid a tight 
labor market should support growth during that period. 

In 2018, the U.S. 
administration raised 
tariffs on about $300 
billion worth of 
imports, mostly from 
China.
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Figure 2: United States Projected GDP Growth (%) 2016- 2019P

Source: IMF: World Economic Outlook, Jan., 2018.
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Threats to higher inflation remain in 2019 as the U.S. economy continues 
to experience strong wage growth and unemployment rate in November 
2018 stood at 3.7%, (its lowest level since the 1960s).  All things being 
equal, stronger demand for workers should result in higher wages and 
inflation.

The main downside risk remains a further escalation of the trade war 
with China, which could disrupt business activity and weigh on business 
confidence and investment. 

At its 18–19 December monetary policy meeting, the U.S. Federal Reserve 
unanimously raised its target range for the federal funds rate by 25 basis 
points, to 2.25%–2.50%.

The U.S. Federal Reserve’s median interest rate projection for 2019 is 
3.00%, indicating two more interest rate hikes between now and the end of 
2019. 

The World Bank forecast U.S. growth in 2019 to drop to 2.5% resulting 
from all the factors mentioned earlier. 

Euro Area | Expected to grow at a moderate rate

The Eurozone experienced slower growth  in 2018 with the World Bank 
estimating 1.9% growth compared to 2.4% in 2017 driven by soft 
exports, reflecting the earlier appreciation of the euro and slowing external 
demand. The slowdown was exacerbated by weak global demand for euro-
area exports and delays to German car production as car makers adjust 
to new European Union (EU) emissions standards. The latest Eurozone 
performance have been disappointing, including softer-than-expected real 
GDP growth in Q3 and a further decline in the manufacturing PMIs. 
Headline inflation has risen largely due to a temporary rise in energy prices. 

The European Central Bank has stopped adding to its balance sheet, 
although it is expected to maintain its negative interest rate policy until at 
least mid-2019. Financial system lending and profitability have continued 
to increase, though some European banks may be exposed to financial stress 
in some emerging market economies.

Detailed data confirmed that broad-based malaise drove the Eurozone 
economy to slow down notably in the third quarter, with growth recording 
the softest reading in four years. 

Notably, export growth contracted amid cooling global trade, while the 
industrial sector was also hurt as the automobile sector was disrupted by 
new emissions tests. 

In October, European leaders agreed to make a common budget for the 

The ECB left the 
refinancing rate at 
0.00%, the marginal 
lending rate at 0.25% 
and deposit facility rate 
at -0.40%.
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Eurozone on 14 December. The budget would be used to spur investment 
and reduce economic disparity among economies and is a sign of renewed 
life in Eurozone reforms. 

The European Central Bank (ECB) on 13 December announced that its 
asset-bond buying program is ending in December 2018. In addition, 
interest rates are expected to remain at their present record-low levels until 
at least the end of next summer. Accordingly, the ECB left the refinancing 
rate at 0.00%, the marginal lending rate at 0.25% and deposit facility rate 
at -0.40%.

Looking ahead, the ECB is expected to proceed very slowly with a gradual 
normalization of monetary policy. The Bank reiterated that interest rates 
are expected to remain unchanged until the end of summer 2019 or for as 
long as needed to ensure sustained convergence of inflation towards target. 

In early 2019, growth is expected to modestly rebound as car production 
gets back on track. In addition, domestic demand in the euro area is likely 
to remain resilient, supported by healthy levels of business and consumer 
confidence and very low interest rates, which should continue to stimulate 
demand for credit. However, threats of rising global protectionism and 
turbulent internal politics are key risks to the Eurozone’s forecasts. 

In all, World Bank projected the Euro Area growth to further decelerate to 
1.6 % in 2019 as monetary stimulus is withdrawn and global trade growth 
moderates. The ECB also released revised GDP forecasts at its December 
meeting, and now sees the economy growing 1.7% next year. 
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Figure 3: Euro Area Projected GDP Growth (%) 2015-2019P

Source: IMF: World Economic Outlook, Jan., 2019. In early 2019, growth is 
expected to modestly 
rebound as car 
production gets back 
on track.
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Japan |  Recovery from Natural Disasters to drive growth

Japanese growth slowed to an estimated 0.8% in 2018, as strong typhoons 
and a powerful earthquake severely disrupted economic activity. The 
economy is however, expected to return to growth in the fourth quarter as 
supply chains recover from the natural disasters.

Nevertheless, the labor market has been robust, with the unemployment 
rate at 2.4%, rising earnings, and the participation rate standing above 
79%—up 1.5 percentage points since the beginning of last year.

Fundamentals should remain robust next year thanks to ultra-loose 
monetary policy, a tight labor market and construction works related to the 
2020 Tokyo Olympics. A scheduled tax hike and rising trade protectionism 
will weigh on growth, however. 

At its 19–20 December meeting, Bank of Japan (BoJ) voted to keep its 
monetary policy unchanged at minus 0.10%. 

Moreover, the Bank will continue its purchase of JGBs at a pace of around 
JPY 80 trillion (USD 704 billion) per year in a flexible manner. The Bank 
noted the economy will continue to expand moderately in fiscal year 2018, 
which ends in March 2019. 

In all, World Bank projected the Japan GDP to grow marginally to 0.9 % 
in 2019 reflecting a recovery from last year’s natural disruptions. 
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Figure 4: Japan Projected GDP Growth (%) 2015- 2019P

Source: IMF: World Economic Outlook, Jan., 2019.

Nevertheless, the 
labor market has 
been robust, with the 
unemployment rate at 
2.4%.
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United Kingdom | Brexit uncertainty weigh on growth

After a strong 2018, the UK economy is set to slow down. The economy 
appears to have lost momentum in the final quarter. In the three months 
leading to October, GDP growth slowed on lower car sales and a softer 
pharmaceutical sector, while retail sales declined in month-on-month terms 
for the second straight month in October. Meanwhile, in November the 
services PMI slipped to an over two-year low, due to slower expansions in 
new orders and employment, while sentiment among consumers worsened. 
In contrast, the labor market remains a bright spot; in the three months 
to October, employment growth was solid, while nominal wage growth 
reached a near-decade high. 

The United Kingdom is set to leave the EU on March 29, 2019. Prime 
Minister Theresa May recently called off the vote on the Brexit withdrawal 
agreement scheduled for 11 December, due to a lack of parliamentary 
support. She subsequently survived a no-confidence motion tabled by 
Conservative MPs. The intensifying political uncertainty is likely to depress 
investment in the months ahead.

Growth should be fueled next year by the looser fiscal stance and higher 
wages boosting private consumption. However, private fixed investment 
will likely remain subdued until there is greater clarity on the Brexit front. 
A failure to ratify the EU withdrawal deal before the UK departs the bloc 
in March 2019 is the key downside risk. 
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Figure 5: United Kingdom Projected GDP Growth (%) 2015-2019P

Source: IMF: World Economic Outlook, Jan., 2019.

The United Kingdom is 
set to leave the EU on 
March 29, 2019.
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At its meeting ending on 19 December, the Monetary Policy Committee 
(MPC) of the Bank of England (BoE) voted unanimously to keep the 
Bank Rate unchanged at 0.75%. The decision to stay put in December 
came despite intensifying wage pressures and slightly above-target inflation, 
which in other circumstances could have encouraged the Bank to raise 
rates. However, Brexit uncertainty is now weighing increasingly on the 
economy, with banks’ funding costs and corporates’ bond spreads rising, 
business investment remain weak and the all-important services sector are 
losing steam, as evidenced by November’s PMI reading. As a result, the 
BoE downgraded its growth forecast for Q4 from 0.3% to 0.2%. Any rate 
hike in December would have risked further dampening already-fragile 
economic activity.

China | Feeling the heat from trade wars

China’s economy is feeling the heat from elevated trade tensions with the 
U.S. and subdued sentiment reflected in recent weakness in exports and 
manufacturing. As a result, the government will continue to take measures 
to support the economy in 2019.

The confluence of China’s rising geopolitical tensions with the United States 
and financial deleveraging has predictably shaken private sector confidence 
and slowed Chinese economic growth in 2018. These factors, along 
with the expectation of continued friction in China-U.S. relations, have 
compelled policymakers to reprioritize near-term growth stability over long-
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Figure 6: China Growth Forecast (%) 2015-2019P

Source: IMF: World Economic Outlook, Jan., 2018.
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term economic restructuring and medium-term financial stability.

According to the World Bank, China economic Growth is estimated 
to have slowed to a still robust 6.5 % in 2018, supported by resilient 
consumption. A rebound in private fixed investment helped offset a decline 
in public infrastructure and other state spending. However, industrial 
production and export growth have decelerated, reflecting easing global 
manufacturing activity.

Import growth continued to outpace export growth, contributing to a 
shrinking current account surplus. Net capital outflows have resumed, 
and international reserves have been edging down. Stock prices and the 
renminbi have experienced continued downward pressures, and sovereign 
bond spreads have risen amid ongoing trade tensions and concerns about 
the growth outlook. 

Consumer price inflation has generally moved up since mid-2018, partly 
reflecting currency depreciation and higher energy and food prices in most 
of last year, but it remains below target. 

Against this backdrop, World Bank projects Chinese economy to grow 
by about 6.2% in 2019.  Domestic demand is projected to remain robust 
aided by policies to boost consumption. Supportive fiscal and monetary 
policies undertaken or announced so far are expected to largely offset the 
negative impact of higher tariffs; however, additional stimulus may have 
the undesirable effect of slowing the deleveraging and de-risking process.

Sub-Saharan African | Recovery set to strengthen 

Emerging markets were the darlings of yield-hungry global investors in 
recent years, but many are now struggling amid stricter monetary policy, 
tighter financial conditions and a stronger dollar. Rising uncertainties 
around global trade and the potential for a Chinese slowdown create 
additional headwinds for the emerging world.

According to Preliminary third-quarter data, Sub-Saharan African (SSA) 
economy recovered from the poor performance recorded in the Q2:2018 
driven by better results from Nigeria and Angola. Regional growth in the 
Q3 picked up to 2.9% from 2.3% in Q2. 

In Nigeria, both the oil and non-oil economies improved thanks to fewer 
pipeline disruptions and stronger agricultural- and services-sector output, 
respectively. Meanwhile, South Africa’s recession was brought to an end as 
greater agricultural yields, as well as firmed-up industrial output, helped lift 
the economy out of the doldrums. Rwanda and Senegal witnessed faster 
growth in the quarter. Mozambique, on the other hand, posted broadly 
stable—albeit subdued—growth from a quarter earlier on buoyant external 

Rising uncertainties 
around global trade 
and the potential for 
a Chinese slowdown 
create additional 
headwinds for the 
emerging world.
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demand for extractives.

On 7 December 2018, the IMF approved a sizeable loan for recession-hit 
Angola—a lifeline to help restore the economy’s fiscal and external buffers. 

Regional politics has been all over the map lately. Meanwhile, political 
instability has been mounting as Nigeria and South Africa gear up for 
elections. In Nigeria, presidential campaign has been ratcheting up ahead 
of the 16 February vote. In South Africa, Cyril Ramaphosa has been 
laying the groundwork for his re-election bid, vowing to push ahead with 
sorely-needed economic reforms as his country wrangles with tepid growth 
prospects. 

A buoyant global economy and, in turn, firm commodity prices are 
expected to fuel the acceleration in export-driven economies, while upbeat 
public- and private-led investment should propel growth in many of the 
region’s smaller economies. 
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Figure 7: Sub-Saharan Africa Growth Forecast (%) 2015-2019P

Source: IMF: World Economic Outlook, Jan., 2019.
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Figure 8: Oil Prices for Brent & WTI 2016 - 2018  

Source: OPEC

As a result, the World Bank forecast Sub-Saharan Economies to grow to 
3.4% in 2019 from 2.7% in 2018.

Crude Oil | Oscillating prices to continue. 

Crude prices were fairly stable in first half of 2018, oscillating between 
79.8/b - $62.6/b. The factors responsible for this were; pressure on supply 
due to persistent production losses in Venezuela and the repeated sanctions 
on Iran by the US.

In H2-2018, prices fluctuated  to reach a low of $58.8/b and a peak 
of $86.3/b. This Slump was driven by an increase in supply due to less 
stringent sanctions on Iran and a production surge by the US, Russia and 
Saudi Arabia. Hence, the hopes of a $100/b crude were crushed.

Heading into 2019, the dynamics of demand and supply remains the 
factor that will influence oil prices. Global oil agencies are predicting a 
weak demand in 2019 owing to the weaker global growth expectations. 
To illustrate this, OPEC continued to shrink its forecast for 2019 demand 
growth since Aug-2018, the latest forecast being 1.3mbpd. International 
Energy Agency (IEA) also adjusted its forecast for 2019 to 1.4mbpd in 
Oct-2018. 

On the supply perspective, the US shale production is expected to remain 
robust due to low cost of production capacity. Inversely, reduction in 
supply from OPEC and its allies is projected to provide aid in prices 
as a result of the meeting held in Dec-2018. OPEC, headed by Saudi 
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Arabia and Russia, approved a 1.4mbpd reduction in output. The above 
notwithstanding, we expect an unpredictable occurrence in Q1 2019 as 
the market absorbs the dynamics of demand in the market in regards to 
OPEC’s cut. 

Nevertheless, the expectation of the implementation of the OPEC deal is to 
create a floor for oil prices at $60/b while unforeseen supply shortfalls may 
add a $10/b premium to the floor price. 

However, analyst expect oil prices to trade within a band of $60/ b-$70/b in 
2019. The Upside risks to this forecast are as follows:  

• Stronger than foreseen demand 

• plummet in shale production and 

• decline in shale pipeline capacity and deeper than expected OPEC 
production cuts. 
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For 2019, there remains risks capable of derailing the global growth momentum. The ongoing 
tariff increase by the US and tighter financial conditions in several advanced economies may 
cause fluctuations in exchange rates and further reduction in capital inflows to emerging markets. 
Other downside risks include geopolitical tensions, to mention a few.

Key Global Risks

RISK DESCRIPTION IMPACT

1 An escalation 
of the U.S.-
China trade 
war 

Despite a recent announcement by the US that it 
plans to delay an increase in tariffs on US$200bn-
worth of Chinese goods, the escalation of rising 
protectionist sentiment turning into a full-blown 
trade war between the US and China remains a 
key risk in 2019. 

Contentious issues on technology transfer 
and intellectual property theft as part of trade 
negotiations remain unresolved.

Global trade could decline, with 
major knock-on effects for inflation, 
business sentiment, consumer 
sentiment and, ultimately, global 
economic growth. 

2 U.S. interest 
rates rising 
faster than 
expected

The risks around U.S. rate normalization are 
twofold. First, financial markets would experience 
heightened volatility. Second, interest rates would 
probably rise globally in response to the Fed.

Collapsing investor sentiment 
causing widespread selloffs, 
particularly in emerging economies.

 A slowdown in global economic 
growth including in developed 
economies driven by a combination 
of asset repricing, volatile capital 
flows, and lower spending and 
growth.

The build-up in nonfinancial 
corporate debt and leveraged 
lending in the U.S. and elsewhere 
could become a source of instability 
if a financing squeeze pushes 
borrowing costs sharply higher 
and moves the credit cycle into a 
correction phase. 

3 The outcome 
of the Brexit 
negotiations

The outcome of the Brexit negotiations was 
thrown into uncertainty by a political rebellion 
against the draft withdrawal agreement 
negotiated by the UK and the EU. 

On December 10th the prime minister, Theresa 
May, announced that she would postpone a vote 
on the deal, after it had become increasingly 
clear that the government was facing a potential 
defeat, mainly over the concerns of a large 
number of members of parliament (MPs) about 
the Northern Ireland backstop proposal. 

A small majority of MPs are expected to 
eventually support the withdrawal agreement, 
either to avoid a no-deal Brexit or (in the case of 
pro-Brexit Conservative MPs) to avoid triggering a 
general election that could put Labour in power. 

In order of likelihood, these are: a 
return to negotiations with the EU 
under new Conservative leadership; 

A second Brexit referendum; or a 
general election and a chance for 
the main opposition Labour party to 
lead the negotiations. 

Given the uncertainty that 
surrounds each of these scenarios, 
a no-deal Brexit remains a major 
threat to European economies

If this transpires, it will provide a 
significant drag on global growth.
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4 Emerging 
market Crisis

Many emerging markets have suffered currency 
volatility in 2018, primarily as a result of US 
monetary tightening and the strengthening US 
dollar. 

The pressure on emerging markets as a group 
could intensify if market sentiment deteriorates 
further than expected particularly if a number of 
other major emerging markets were to fall into 
crisis.

In a few instances a combination of factors, 
including external imbalances, political instability 
and poor policy-making have led to full-blown 
currency crises.

Capital outflows from emerging 
markets would become more 
indiscriminate and severe, forcing 
countries with external imbalances 
to make painful adjustments, with 
the most vulnerable falling deep 
into crisis. 

Emerging-market GDP growth 
would fall sharply as a result, 
weighing on the global economy.

5 US equities 
sell off

Following the unobstructed equity markets 
progress in 2017 with its record-low volatility, 
2018 brought more normal conditions with a 
higher probability of losses or tail-risk events.

Equities market were highly volatile in 2018  as 
the US Federal Reserve continues to hike interest 
rates.

The Bank of Japan and the ECB also curtailed 
massive bond purchases, and both the Chinese 
and US economies are slowing down. 

The effects of all these macro factors led to the 
spiking volatility in markets and a major sell-off in 
US equities this year. 

These trends are expected to continue into 2019 
and are pointer to a larger shock.

The longer the global equity market 
rally continues, the greater the 
probability that a market correction 
will materialize.

6 Crude 
oil price 
fluctuating

After reaching four-year highs of over US$83/
barrel in late September, crude oil prices  has 
plunged to about US$60/b, as the US has granted 
six-month sanction waivers to eight of the key 
purchasers of Iranian oil.

 Along with higher output from Saudi Arabia, this 
has alleviated market fears of supply shortages 
for now. 

However, the risk of major supply disruptions 
remains. 

However, one of the reasons why oil prices are 
falling is softening demand, as growth, especially 
in China, slows down. 

This could cause prices to soar, 
with producers unable to increase 
output sufficiently to put a lid on 
price rises.  Again, Such a scenario 
would push up inflation, weighing 
on global growth.

On the other hand, with US 
shale producers ramping up their 
production and China’s growth 
slowdown set to accelerate in the 
spring of 2019, commodity prices 
could tumble further.

Should the US manage to crack 
down efficiently on Iran, Iran’s oil 
exports could drop well below the 
1.2m barrels/day (b/d).

To combat this, Saudi Arabia 
and Russia have the capacity to 
increase supply—as evidenced 
by their combined 250,000-b/d 
increase in output in September. 
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However, as spare production 
capacity is used up to cover Iranian 
cuts, there is a growing risk that 
a sudden and sizeable cut to 
supply elsewhere—particularly in 
volatile countries such as Libya and 
Venezuela—

7 China suffers 
a disorderly 
and prolonged 
economic 
downturn

Following an exceptionally strong 2017, China had 
a tough 2018 due to escalating trade tensions 
with the US and fears of a broader stand-off 
between the world’s two largest economies.

In China, a shift towards looser macroeconomic 
policy settings is under way as a result of the 
escalating trade conflict with the US.

The authorities would make every effort to 
prevent a funding crunch in any bank as even 
a hint of banking sector distress could cause 
problems, given the boom in debt over recent 
years.

In the US, this will support 
domestic demand in the short 
term, but in the process previous 
goals of lowering unsold housing 
stock and corporate deleveraging 
are receiving less emphasis.

There is a risk that, in the 
government’s efforts to support the 
economy, policy missteps could be 
made. 

Resolving these issues could 
prove challenging forcing the 
economy into a sudden downturn, 
particularly as the trade conflict 
with the US also weighs on 
economic activity. 

This could lead to much lower 
global commodity prices, 
particularly in metals. 

This, in turn, could have a 
detrimental effect on other 
economies that had benefited from 
the earlier Chinese-driven boom in 
commodity prices.

In addition, given the growing 
dependence of Western 
manufacturers and retailers 
on demand in China and other 
emerging markets, a disorderly 
slump in Chinese growth would 
have a severe global impact—far 
more than would have been the 
case in earlier decades.




