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The New Asian Economic Disorder 
• China’s True Economic Growth Rate is Less Than 3%, 

China RMB remains 20-25% overvalued, and BOP could 
become strained in year ahead without revaluation.  

• China’s disorder is impairing its EM and DM trading 
partners and will lead to a greater global commodities and 
energy price collapse. 

• New Asian economic disorder could turn into outright 
Asian financial and economic crisis without decisive 
reflation, structural reform, and free trade. 

• China economic crisis is a Communist Party crisis. China 
becoming more nationalist, mercantilist, and expansionist. 

• Asia’s economic and political disorder is part of a broader 
decline of hegemonic and pol-mil-econ stability globally. 2 



Before he became Premier, it was leaked that Li Keqiang had said he had 
little faith in China’s official GDP figures. He preferred instead to look at 
electricity consumption, at rail freight volumes and at credit growth. We 
have constructed our own China Momentum Indicator (CMI), using these 
variables, and estimating the appropriate weights and seasonal factors. As 
our chart shows, the CMI has on occasion led the official statistics, while at 
other times it has been coincident. 
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Source: 
BCA Research 

All Leading 
Indicators 
Pointing 
Down! 
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Expect a huge decline in China FOREX 
Reserves in the next six months due to 
capital outflow and costs of intervention 
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EM Stocks and Imports Breaking Down 
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EM CORPORATE Financial BOMB: Primed to Explode? 
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China Currency Shock on EM 
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China Shock to EM Exports 
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Source: Morgan Stanley, CEIC data 

Asian Export in Trend Decline… 
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Asian Inventory Liquidation (dumping?) 

• Asian companies cannot afford to 

continue holding large inventories 

of unsold goods. 

• However, faced with a  weak world 

trade environment, clearing 

inventories is proving problematic. 
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The New Asian Financial Crisis will be Driven by Corporate Debt Defaults… 
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Will Capital Outflow Breakdown the Safest of Asian Currencies? 
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But Surpluses Not Large Enough 

• Asian nations have accumulated 

huge currency reserves as a buffer 

against a repeat of the previous 

Asian financial crisis. 

• However, even these mammoth 

surpluses are not large enough to 

fund all of the credit outflows. 

• Hence, the countries are losing 

FOREX reserves. 

• Lower reserves imply lower rates of 

reserve money growth and therefore 

a (deflationary) cooling in their 

domestic credit cycles. 
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Oil Bubble has Burst OPEC Flood Continues 

25 
DEFLATION AND DEFAULT FOR ASIAN OIL PRODUCERS 



Commodities Bubble Bursting is Historic is Size, Scale, and Scope 
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Credit Default Spreads Not Anticipating Defaults….. 
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Asian CDS Still Not Predicting Credit Crisis 
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EM Credit Ratings Deteriorating 
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2025: Shifting Global Landscape 
Relative Certainties 
• A global multipolar system is 

emerging with the rise of China, 

India, and others. 

• The relative power of non-state 

actors - businesses, tribes, 

religious organizations, and even 

criminal networks—also will 

increase. 

• Continued economic growth—

coupled with 1.2 billion more 

people by 2025—will put pressure 

on energy, food, and water 

resources. 

• The potential for conflict will 

increase owing to rapid changes 

in parts of the greater Middle East 

and the spread of lethal 

capabilities. 

Likely Impact 
• By 2025 a single “international community” 

composed of nation-states will no longer exist. 

Power will be more dispersed with the newer 

players bringing new rules of the game while risks 

will increase that the traditional Western alliances 

will weaken. Rather than emulating Western 

models of political and economic development, 

more countries may be attracted to China’s 

alternative development model. 

• Shrinking economic and military capabilities may 

force the US into a difficult set of tradeoffs 

between domestic versus foreign policy priorities. 

• Unless employment conditions change 

dramatically in parlous youth-bulge states such as 

Afghanistan, Nigeria, Pakistan, and Yemen, these 

countries will remain ripe for continued instability 

and state failure. 

• The need for the US to act as regional balancer in 

the Middle East will increase, although other 

outside powers—Russia, China and India—will 

play greater roles than today. 

• Source: US National Intelligence Council 30 



Chinese Defense Spending 

“For the first time, in modern history at least, Asia’s military spending is 
poised to overtake Europe’s…China is doubling its defence budget every five 
years and India has just announced a 17% rise in spending this year, to 
about $40 billion.”  Economist, March 24, 2012 

China is not a status quo power. It 
will seek to dominate the South China 
Sea as the U.S. has dominated the 
Greater Caribbean Basin 

inssblog.wordpress.com/2012/03/26/chinas-2012-defense-budget-steady-as-she-goes/ 
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South China Sea Incidents Rising 
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Reefer Madness? 
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http://news.asiaone.com/sites/default/files/styles/w641/public/original_images/Sep2015/20150903_CarrierKiller_reuters.jpg?itok=qOUpTygp 

China Militarizing for “121 Steps” War? 

During the anti-Japanese military parade, national flag guards walked a total of 121 steps, 
symbolizing 121 years of the Chinese people's fight against aggression since 1894, when the 

Sino-Japanese War of 1894-1895 began. 
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http://www.akamai.com/dv1 35 



Why be worried about the global system? 
• The pre-WW I breakdown in the long cycle, balance of 

power, and hegemonic stability may be repeating itself. 

• There is no historical precedent for a stable transition to 
multi-polarity among competing powers. 

• China is on course toward a “militarized hegemony” in 
Asia, while America is a “reclining power” whose actions 
don’t match its rhetoric. 

• The dark side of globalization is expanding. 

• The world of warfare is flattening. 

• Much depends on whether the US can become a 
“globalist power” again and not just a power trying to 
shield itself from a dangerous globe…  

36 



1870 – 1914: The Era of Convergence 1.0 

• 1870 to 1914 represented the high water mark of 19th century globalization. 

Globalization involved increasing transfers of commodities, people, capital and ideas 

between and within continents. 

• Intra-imperial tariff reduction and the widened use of the gold standard deepened trade 

• Intra-European and extra-European trade reached a high point in 1913. European 

trade roughly quadrupled in real terms between 1870 and 1913 

• Prices for everything from commodities , such as wheat, to manufactured good steadily 

converged.  

• Cross-border capital flows and foreign direct investment boomed. Foreign assets 

accounted for 7% of global GDP in 1870 but nearly 20% by 1900-1914 (a level of 

integration not met again until 1970). 

 Globalization, 1870-1914, Daudin, Morys, and O’Rourke  37 



UK / US / Germany 
Log PPP$ Per Capita GDP 1870-1914 
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GLOBALIZATION 1.0 
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Anglo-German Naval Race, 1904-1914  
“It is generally admitted that the present rivalry in armaments in Europe—

notably such as that now in progress between England and Germany—cannot 

go on in its present form indefinitely.” Norman Angell, The Great Illusion 

HMS Dreadnought, 1906 

Summary - Dreadnought Class 

Ships Completed or Completing 

by August 1914 

Countries in order of f irst dreadnoughts - totals exclude German 

Blucher, French Dantons and Russian Black Sea Fleet 

dreadnoughts building. 

  

Britain 34 5 lost 

Germany 24 (Blucher lost) 

Japan   8 1 lost 

U.S.A.   8 - 

Austria   4 2 lost 

France   4 (Danton lost) 

Italy   4 1 lost 

Russia   4 (1 Black Sea ship 

lost) 

Total 90 9  

(50 Allied, 28 

Central Powers, 

12 later Allies) 

(plus 3) 
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British Growth Before and After the Great War 

Matthews, Feinstein, and Odling-Smee. British Economic Growth, 1858-1973. 40 

The Great 
Pre WW I 
Recession 



The Decline in British Pre WWI Productivity and Growth 

Matthews, Feinstein, and Odling-Smee. British Economic Growth, 1858-1973. 41 



Trend growth of total factor productivity 
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Source: The Conference Board Total Economy Database™, January 2012 

Source: The Conference Board Total Economy Database™, January 2012 

Sign of Long Cycle Peaking Out?  



American Hegemony is Waning Globally  

US Hegemony Under Stress: 

• Free trade system in decay  

• Global financial status diminished 

• Declining use of the dollar 

• Bulging fiscal imbalances 

• Anemic economic recovery compared to norm 

• Involvement in long, costly wars  

• Fraying alliance systems in Europe and Asia 

• Increased isolationist thinking 

• Rising strategic rivals in Asia and Middle East 

• Shrinking US naval power 

 43 



What forces and scenarios could set the free world back? 

  War  

• Historically wars have had the greatest impacts on global 
economic conditions and broken long cycles 

• War is the most likely of the most impactful forces but often 
most difficult to foresee.  

• Potential scenarios: 
• Saudi vs. Iran – Gulf Conflict = “Muddle East Meltdown”  

• “Implosive Conflict” on the Korean peninsula 

• South China Sea - Chinese “Monroe Doctrine” vs. US/Japan 

• India vs. Pakistan nuclear war 

• India vs. China conflict 

• Catastrophic cyber attack 

  
44 



Previous War Shocks to the Long Financial Cycle 

45 

WWI and 1973 
shocks may be 
best analogies

Source: Anthony Boeckh, The Great Reflation 



North Korea: Global Menace  
• North Korean government becoming a problem for both 

ROK and China. Is forced reunification ahead? 

• North Korea is determined to test and deploy a nuclear 
capable ICBM (ICBM): KN-08 

• North Korea is the #1 proliferation threat in the world 

• North Korea’s stockpile of enriched uranium is sufficient 
to manufacture dozens of weapons in the coming years 

• There is no internal need for HEU bombs, there is a 
sufficient plutonium bomb arsenal. NK HEU is for sale… 

• How much would Iran pay for a nuclear arsenal? 

• Why did Iran and DPRK sign a Science & Technology 
Agreement on Sept 1, 2012 (ala 2002 S&T Agreement 
with Syria that led to Al Kibar?). 46 

Asia Flashpoints 



Flash Points: The New “Muddle East” 
• Despite the promise of democratic reform, the “New Middle East” has 

gone from miracle to muddle in the last 36 months. 

• ISIL is ascendant across Sunni-Caliphate. 

• Iran/Hezbollah and Saudi/UAE are at WAR. Saudi using oil as a 
weapon – expect Iran (backed by Russia to fight back). Energy War? 

• P5+1 with Iran is likely to trigger a nuclear arms race, not stop one!    

• Further Middle East instability poses a major geo-strategic stability 
threat. 

• The world economy runs on Middle East oil and spiking gasoline prices—
driven by ME instability—impact consumer confidence globally. 

• Middle East economies are broke, broken, or breaking down. 

• Potential for intra-state conflict over oil and water is growing. 

• Growing danger of trans-regional conflict. 

• Potential for breakdown/breakup of Syria, Iraq, and Libya is growing   

• The US broke the Middle East balance of power but isn’t “owning up” 

47 



Dependence on Middle East Oil Rising 

Source: EIA 
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Where the World Could End… 
49 

• The US has propelled regime failure in the Middle East but is not actively 
supporting new regime construction for fear of being perceived as 
interventionist… 

• We’ve created two major pockets of geo-political instability at central 
crossing points for rising powers in SW Asia and the Middle East and are 
retreating…Our pivot to Asia is perceived as more of a retreat to Asia. 

49 



Conclusions: History doesn’t repeat itself, it just rhymes 

• Asian economic disorder could turn into outright Asian financial and economic crisis 
without decisive reflation. 

• China economic crisis is a Communist Party crisis (one that Lenin would recognize as 
the contradictions between Communist Capitalists and the people). China becoming 
more nationalist, mercantilist, and expansionist. 

• Chances of China turning 114 step march into a turn back the time move against 
Taiwan and liberating Korean peninsula by 2017 rising… 

• As a “policing power,” the US in recline, potentially in decline.  

• The world remains leveraged to Gulf oil and the Middle East is in the first stage of 
outright Sunni-Shia war that could eventually go nuclear. 

• There are many endogenous reasons for the long economic growth and financial 
market cycle to be peaking out – an Asian economic and financial crisis followed by a 
major oil shock could cause much more rapid decline.  

• A breakdown in the balance of power/ multi-polarity is not inherently benign 

• Does a pre WWI-like downturn of an economic long cycle matter to the future of the 
world system or “is this time different?”  

• A US-led globalization renaissance is possible (America’s economy remains resilient 
and technologically dynamic) but would require an unprecedented political, 
economic, and cultural shift outward ala post-WWII. 50 


