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What we did

(1) Added a financial module to an 18-region, 57-commodity version of
a GTAP model that had already been extended to include:

» Year-on-year dynamics;
» Sticky-wage adjustments; and
» Industry-specific capital

(2) Applied the model to investigate the effects of financial decoupling
between the U.S. and China





(1) Added a financial module to an 18-region, 57-commodity version of a GTAP model that had already been extended to include:

·   Year-on-year dynamics;

·   Sticky-wage adjustments; and

·   Industry-specific capital



(2) Applied the model to investigate the effects of financial decoupling between the U.S. and China


The Global Trust: starting point for the
financial module

We made 3 improvements on Ianchovichina and McDougall’s Global Trust” by:

e introducing bilateral relationships

e allowing for funds allocated by region s to region r to then flow to region k

Means that investments by s in r don’t necessarily terminate in r.
This makes best use of the available data which refer to holdings by s of
financial assets in r, not holdings of physical capital in r.

e specifying optimizing rate-of-return sensitive behavior by financial agents in
their decisions on where to place their money

We built the financial module around an 18-region asset-liability-capital (ALC)
table based on data from the IMF, U.S. and Chinese statistical agencies & GTAP

What is an ALC table?

Ianchovichina E. and R.A. McDougall (2012), “Theoretical structure of Dynamic GTAP”, chapter 2, pp. 13-70 in E. lanchovichina and T.
Walmsley (eds) Dynamic Modeling and Applications in Global Economic Analysis, Cambridge University Press.



We made 3 improvements on Ianchovichina and McDougall’s Global Trust# by:

· introducing bilateral relationships

· allowing for funds allocated by region s to region r to then flow to region k

Means that investments by s in r don’t necessarily terminate in r. 

This makes best use of the available data which refer to holdings by s of financial assets in r, not holdings of physical capital in r.

· specifying optimizing rate-of-return sensitive behavior by financial agents in their decisions on where to place their money   













#  Ianchovichina E. and R.A. McDougall (2012), “Theoretical structure of Dynamic GTAP”, chapter 2, pp. 13-70 in E. Ianchovichina and T. Walmsley (eds) Dynamic Modeling and Applications in Global Economic Analysis,  Cambridge University Press.  


ALC table for the start of 2015 ($USt)

3-region version

Assetregion | USA China RoW
Liability region Total
USA 53.85 3.00 24.26 81.11
China 1.14 40.79 7.70 49.64
RoW 19.97 7.62 161.74 189.33
Total 74.96 51.42  193.70

Diagonal components are values of physical capital in each region

Off diagonals are values of foreign financial assets (column) and liabilities

(row)

Key idea: we specify a financial agent for each region who allocates the
region’s financial budget across alternative assets, that is, determines the
composition of the region’s column in the ALC matrix

How is the financial budget determined?



		Asset region

Liability region

		USA

		China

		RoW

		Total



		USA

		53.85

		3.00

		24.26

		81.11



		China

		1.14

		40.79

		7.70

		49.64



		RoW

		19.97

		7.62

		161.74

		189.33



		Total

		74.96

		51.42

		193.70

		








Diagonal components are values of physical capital in each region

Off diagonals are values of foreign financial assets (column) and liabilities (row) 

Key idea:  we specify a financial agent for each region who allocates the region’s financial budget across alternative assets, that is, determines the composition of the region’s column in the ALC matrix

How is the financial budget determined?




Determination of end-of-year financial budget for
agent in region r [FB1(r)]

FBI(r) =[VKO(r)* V(r) + FAO(r)|+ SAVE(r) + [FLI(r)-FLO(r)] (1)

Connects financial module to standard GTAP via net saving [SAVE(r)],
VKO(r) and V(r).

Given the financial budget, what does the financial agent in region r do?
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Behavior of financial agents

Each year the financial agent in region r
chooses Z1(s,r) for all s

to maximize a CES function of the form

o-1 o-i_
[ZS(s,r)*(R(s,r)*Zl(s,r))c] 1 5)
subject to Y Z1(s,r) =FBI(r) (6)
where

Z1(s,r) is the end-of-year value of r’s assets in s (components of r-column of ALC table);
FBI1(r) is region r’s end-of-year financial budget expressed in U.S. dollars;
R(s,r) is the rate of return that r’s financial agent expects on assets in s (including r); and

d(s,r) and G are positive parameters, with o >1

In percentage change form, optimization gives:

zl(s,r) = fbl(r)+ (o =D *| r(s,r) = X SHI(,r) *r(j,r) | for all s,r (7a)

How are expected rates of return, R(s,r), determined?



Each year the financial agent in region r 

chooses Z1(s,r)        for all s	

to maximize a CES function of the form 



	 						(5)



subject to                                  						(6)

where

Z1(s,r) is the end-of-year value of r’s assets in s (components of r-column of ALC table); 

FB1(r) is region r’s end-of-year financial budget expressed in U.S. dollars;

R(s,r) is the rate of return that r’s financial agent expects on assets in s (including r); and 

(s,r) and  are positive parameters, with  >1    
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The rate of return expected by agent in region r on
finance entrusted to agent in region s [ R(s,r)]

R(r,r) = RORE(r) for all r 8)

RORE(r) is the standard GTAP variable for the rate of return expected by capital
creators on their investments is region r.

When region r sends funds to region s, s # r, it does so through the financial agent in
region s. Thus the rate of return r expects on these funds reflects the expected rate of
return on the portfolio managed by the agent in s:

R(s,r)= [R(s,s) *S(s,s)+ ZR(k,s) * S(k,s)] *T(s,r) foralls,r,s#r (9)
k+#s
where
S(k,s) is the share of agent s’s portfolio accounted for by assets managed by the
financial agent in k
T(s,r) is a shift variable that can be used in simulating the effects of financial
decoupling. A reduction T(s,r) reduces r’s investment in s.

What about foreign income flows?





	         for all r     							(8)

RORE(r) is the standard GTAP variable for the rate of return expected by capital creators on their investments is region r.  

When region r sends funds to region s, s  r, it does so through the financial agent in region s.  Thus the rate of return r expects on these funds reflects the expected rate of return on the portfolio managed by the agent in s:  



	   for all s, r, s r   	(9)

where

S(k,s) is the share of agent s’s portfolio accounted for by assets managed by the financial  agent in k

T(s,r) is a shift variable that can be used in simulating the effects of financial decoupling.  A reduction T(s,r) reduces r’s investment in s.  



What about foreign income flows?
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Foreign income flows for inclusion in .@
net national product [ RFA(r) & PFL(r)]

Receipts for region r on its foreign assets are given by:
RFA(r)=> CR(s)*Z0(s,r)  forallr (12)

S#r

Payments for region r on its foreign liabilities are given by:
PFL(r) =) CR(r)* Z0(r,s) for all r (13)

S#r

where CR(s) is income per dollar of assets managed by financial agent s:

NR(s)+ > Z0(r,s)* CR(r)

CR(s) = r2s for all s 11
(s) $ 7o (11)

and NR(s) is the rental on physical capital in s, net of depreciation ( standard
GTAP variable)

We include RFA(r) - PFL(r) in r’s net national product [INCOME(r) in GTAP
notation]



Receipts for region r on its foreign assets are given by:



	       for all r				(12)

Payments for region r on its foreign liabilities are given by:



	        for all r				(13)

where CR(s) is income per dollar of assets managed by financial agent s:



	   for all s				(11)

and NR(s) is the rental on physical capital in s, net of depreciation ( standard GTAP variable)  



We include RFA(r) - PFL(r) in r’s net national product [INCOME(r) in GTAP notation]
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Application: U.S.-China financial decoupling

Simulation 1. U.S. cuts assets entrusted to China by 50%:
exogenize the path of Z1(China,US) and endogenize the path of T(China,US)

Simulation 2. China cuts assets entrusted to U.S. by 50%:
exogenize the path of Z1(US,China) and endogenize the path of T(US,China)

Simulation 3. Both cut assets entrusted to the other by 50%:
exogenize the paths of ZI1(China,US) & Z1(US,China) and
endogenize the paths of T(China,US) & T(US,China)

The 50% cuts are relative to baseline and are phased in over 3 years, 2016, 2017 & 2018

Simulation setup with:
initial coefficient values in the financial module determined from start- and
end-year ALC tables for 2015; and
the substitution elastiticity, o, set at 2 and subsequently subject to sensitivity analysis

9



Sim 1. U.S. cuts assets entrusted to China by 50%:

end-year values of assets/liabilities and wealth
(% deviations from baseline)

2016

2017

2018

2025

Asset

Region USA China RoW USA China RoW USA China RoW USA China RoW
Simulation 1. U.S. cuts assets held in China by 50%
Liability region
USA 0.09 -1.64 -0.46 0.18 -2.72 -0.77 0.26 -3.43 -0.98 | ... 0.30 -2.83 -1.07
China -20.63 -0.26 0.71 | -37.00 -0.45 1.17 | -50.00 -0.57 1.46 | .. -50.00 -0.43 0.97
RoW 0.26 -1.20 0.02 0.54 -1.99 0.02 0.79 -2.51 0.03 | ... 0.86 -1.77 0.03
Wealth 0.08 -0.21 0.02 0.15 -0.33 0.02 0.19 -0.38 0.02 ] ... 0.14 -0.17 0.01

What are these favorable and unfavorable macro effects?

10

Reduction in U.S. assets in China phased in over 3 years [-50 = (1-0.2063)°]

U.S. redirects funds towards domestic capital (0.30% in 2025) and ROW (0.86% in 2025)

U.S. wealth increases (0.14%) reflecting favorable macro effects

China’s financial budget is reduced leading to reduced domestic capital and foreign assets

Chinese wealth decreases (-0.17% in 2025) reflecting unfavorable macro effects



		

		

		2016

		2017

		2018

		

		2025



		

		Asset

Region

		USA

		China

		RoW

		USA

		China

		RoW

		USA

		China

		RoW

		

		USA

		China

		RoW



		

		Simulation 1.  U.S. cuts assets held in China by 50%



		

		Liability region

		

		

		

		

		

		

		

		

		

		

		

		

		



		

		USA

		0.09

		-1.64

		-0.46

		0.18

		-2.72

		-0.77

		0.26

		-3.43

		-0.98

		…

		0.30

		-2.83

		-1.07



		

		China

		-20.63

		-0.26

		0.71

		-37.00

		-0.45

		1.17

		-50.00

		-0.57

		1.46

		…

		-50.00

		-0.43

		0.97



		

		RoW

		0.26

		-1.20

		0.02

		0.54

		-1.99

		0.02

		0.79

		-2.51

		0.03

		…

		0.86

		-1.77

		0.03



		

		

		

		

		

		

		

		

		

		

		

		

		

		

		



		

		Wealth

		0.08

		-0.21

		0.02

		0.15

		-0.33

		0.02

		0.19

		-0.38

		0.02

		…

		0.14

		-0.17

		0.01








Reduction in U.S. assets in China phased in over 3 years [-50 = (1-0.2063)3]



U.S. redirects funds towards domestic capital (0.30% in 2025) and ROW (0.86% in 2025)

U.S. wealth increases (0.14%) reflecting favorable macro effects



China’s financial budget is reduced leading to reduced domestic capital and foreign assets

Chinese wealth decreases (-0.17% in 2025) reflecting unfavorable macro effects
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Sim 1. U.S. cuts assets to China: macro effects

A. GDP: percentage deviations from baseline
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C: Capital: percentage deviations from baseline

0.3
0.2
0.1
0
-0.1Z
-0.2
-0.3
-0.4

-0.5

0

USA_ .20

Row

2018 2019

2020 2023 2024 2025

China

-0.39



A. GDP: percentage deviations from baseline 



B. Employment: percentage deviations from baseline



C:  Capital: percentage deviations from baseline



1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	1.695895E-2	3.4902849999999999E-2	5.2427599999999998E-2	5.8489649999999997E-2	6.0366309999999999E-2	6.1034430000000001E-2	6.1240820000000001E-2	6.1201579999999998E-2	6.1073910000000002E-2	6.103455E-2	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-4.830798E-2	-0.10079399999999999	-0.148262	-0.16276299999999999	-0.165576	-0.16202	-0.15446499999999999	-0.144763	-0.13427	-0.12373000000000001	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	4.7908220000000001E-3	1.0294849999999999E-2	1.5553839999999999E-2	1.796785E-2	1.9912490000000001E-2	2.129027E-2	2.208154E-2	2.2472329999999999E-2	2.2550339999999999E-2	2.2413679999999998E-2	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	2.2031780000000001E-2	3.8327E-2	4.9608069999999997E-2	4.3380009999999997E-2	3.4346910000000001E-2	2.6555039999999999E-2	2.0335410000000002E-2	1.5484120000000001E-2	1.1785489999999999E-2	9.0926919999999994E-3	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-5.8889900000000002E-2	-9.9241380000000004E-2	-0.12189899999999999	-0.101339	-7.8048279999999998E-2	-5.6407970000000002E-2	-3.7294830000000001E-2	-2.1211259999999999E-2	-8.3030429999999995E-3	1.6699569999999999E-3	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	6.5781260000000001E-3	1.046831E-2	1.269123E-2	1.0626729999999999E-2	9.6876529999999992E-3	8.5634370000000001E-3	7.2003420000000002E-3	5.795517E-3	4.4426090000000001E-3	3.2212080000000001E-3	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	1.8029799999999999E-2	4.8491850000000003E-2	8.6778300000000003E-2	0.119032	0.144042	0.16319400000000001	0.177707	0.18868699999999999	0.197162	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	-4.6169090000000003E-2	-0.119211	-0.20419300000000001	-0.26949600000000001	-0.31662200000000001	-0.349248	-0.37054300000000001	-0.38319799999999998	-0.38922899999999999	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	4.9404760000000001E-3	1.231812E-2	2.0706370000000002E-2	2.69888E-2	3.2057990000000001E-2	3.6039799999999997E-2	3.9108839999999999E-2	4.1342780000000003E-2	4.2877440000000003E-2	






Sim 2. China cuts assets entrusted to U.S. by 50%:

end-year values of assets/liabilities and wealth
(% deviations from baseline)

2016 2017 2018 2025
Asset
Region USA China RoW USA China RoW USA China RoW USA China RoW
Simulation 2. China cuts assets held in the U.S. by 50% |

Liability region
USA -0.43 = -20.63 0.91 -0.87 = -37.00 1.72 -1.25 = -50.00 2.44 -1.63 = -50.00 3.15
China -5.18 0.83 -3.49 -8.85 1.53 -5.78 | -11.46 2.06 -7.25 -11.56 1.81 -6.17
RoW -1.79 3.53 -0.02 -3.29 6.52 -0.02 -4.56 8.92 -0.03 -5.87 7.68 -0.10

Wealth -0.39 0.66 -0.01 -0.73 1.11 0.00 -0.96 1.38 0.00 -0.72 0.62 0.01

Reduction in Chinese assets in U.S. phased in over 3 years

China redirects funds towards domestic capital (1.81% in 2025) and ROW (7.68% in 2025)

Chinese wealth increases (0.62%) reflecting favorable macro effects

U.S.’s financial budget is reduced leading to reduced domestic capital and foreign assets

U.S. wealth decreases (-0.72% in 2025) reflecting unfavorable macro effects
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Reduction in Chinese assets in U.S. phased in over 3 years 



China redirects funds towards domestic capital (1.81% in 2025) and ROW (7.68% in 2025)

Chinese wealth increases (0.62%) reflecting favorable macro effects



U.S.’s financial budget is reduced leading to reduced domestic capital and foreign assets

U.S. wealth decreases (-0.72% in 2025) reflecting unfavorable macro effects


		

		

		2016

		2017

		2018

		

		2025



		

		Asset

Region

		USA

		China

		RoW

		USA

		China

		RoW

		USA

		China

		RoW

		

		USA

		China

		RoW



		

		Simulation 2.  China cuts assets held in the U.S. by 50%



		

		Liability region

		

		

		

		

		

		

		

		

		

		

		

		

		



		

		USA

		-0.43

		-20.63

		0.91

		-0.87

		-37.00

		1.72

		-1.25

		-50.00

		2.44

		…

		-1.63

		-50.00

		3.15



		

		China

		-5.18

		0.83

		-3.49

		-8.85

		1.53

		-5.78

		-11.46

		2.06

		-7.25

		…

		-11.56

		1.81

		-6.17



		

		RoW

		-1.79

		3.53

		-0.02

		-3.29

		6.52

		-0.02

		-4.56

		8.92

		-0.03

		…

		-5.87

		7.68

		-0.10



		

		

		

		

		

		

		

		

		

		

		

		

		

		

		



		

		Wealth

		-0.39

		0.66

		-0.01

		-0.73

		1.11

		0.00

		-0.96

		1.38

		0.00

		…

		-0.72

		0.62

		0.01








Sim 2. China cuts assets to U.S.: macro effects

A. GDP: percentage deviations from baseline
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B. Employment: percentage deviations from baseline
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C: Capital: percentage deviations from baseline

2

15

1

China 1.55
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15 2016

2017 2020 2021 2024




A.   GDP: percentage deviations from baseline



B.   Employment: percentage deviations from baseline



C:  Capital: percentage deviations from baseline



1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-7.8303319999999996E-2	-0.16441500000000001	-0.247197	-0.27496799999999999	-0.29281000000000001	-0.30746699999999999	-0.32040000000000002	-0.332478	-0.34426200000000001	-0.356103	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0.15068200000000001	0.33495599999999998	0.52031499999999997	0.59286099999999997	0.62038099999999996	0.62228700000000003	0.60762700000000003	0.58280500000000002	0.55237700000000001	0.51951400000000003	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-7.3818099999999999E-3	-1.777279E-2	-3.0926490000000001E-2	-4.0031589999999999E-2	-4.70444E-2	-5.2170920000000003E-2	-5.5773360000000001E-2	-5.8106280000000003E-2	-5.9472480000000001E-2	-6.0077520000000002E-2	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-0.102508	-0.182147	-0.23602600000000001	-0.204869	-0.173175	-0.14710599999999999	-0.126333	-0.11024100000000001	-9.8091620000000004E-2	-8.9187900000000001E-2	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0.18376600000000001	0.333069	0.43741400000000003	0.38567200000000001	0.31404300000000002	0.24252599999999999	0.176287	0.11795	6.8551769999999998E-2	2.816691E-2	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-8.44548E-3	-1.6822150000000001E-2	-2.6551789999999999E-2	-2.8795689999999999E-2	-2.8790710000000001E-2	-2.6885559999999999E-2	-2.386771E-2	-2.0334399999999999E-2	-1.6724570000000001E-2	-1.3278079999999999E-2	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	-8.4165219999999999E-2	-0.22911899999999999	-0.41366900000000001	-0.56955299999999998	-0.69961499999999999	-0.80971300000000002	-0.90461999999999998	-0.98829699999999998	-1.0639099999999999	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	0.144534	0.39099800000000001	0.69876499999999997	0.95378200000000002	1.15238	1.3033600000000001	1.4154100000000001	1.49617	1.5521499999999999	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	-7.1632140000000002E-3	-1.981016E-2	-3.7638970000000001E-2	-5.4562819999999998E-2	-6.9776710000000006E-2	-8.2941909999999994E-2	-9.3845410000000004E-2	-0.102585	-0.10932600000000001	






Why is the capital effect in China of withdrawal from U.S. (Sim 2) @
6 times greater than the capital effect in the U.S. of withdrawal from
China (Sim 1) : Capital effect in 2025 of 1.81% compared with 0.30% ?

2025

Asset
Region

USA China RoW

Sim 1:U.S. cuts in China

Liability region
USA

China

RoW

Wealth

0.30 -2.83 -1.07

-50.00 -0.43 0.97

0.86 -1.77 0.03

0.14 -0.17 0.01

Sim 2: China cuts in U.S.

Liability region
USA

China

RoW

Wealth

-1.63  -50.00 3.15

-11.56 1.81 -6.17

-5.87 7.68 -0.10

-0.72 0.62 0.01

Two reasons:

(1) Impact effect is 4 times bigger for China
in sim 2 than for the U.S. in sim 1

(2) U.S. financial markets are more open than
those for China

Implication: China would win in a tit-for-tat financial decoupling
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		Asset
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		USA

		China

		RoW



		

		

		Sim 1:U.S. cuts in China



		

		Liability region

		

		

		



		

		USA

		0.30

		-2.83

		-1.07



		

		China

		-50.00

		-0.43

		0.97



		

		RoW

		0.86

		-1.77

		0.03
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		0.14

		-0.17

		0.01



		

		

		Sim 2: China cuts in U.S.
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		USA

		-1.63

		-50.00

		3.15



		

		China

		-11.56

		1.81

		-6.17



		

		RoW

		-5.87
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		-0.10
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		-0.72

		0.62

		0.01








Sim 3. 50% financial decoupling by U.S. & China .

A. GDP: percentage deviations from baseline
0.6

0.5
0.4
0.3
0.2
0.1

China
0.40

0
_0.120 2017 2018 2019 2020 2021 2022 2023 2024 2025
-0.2
U
03 -USA— _0.29
-0.4

B. Employment: percentage deviations from baseline
0.4

0.3
0.2

0.1

0
204
-0.1

— —Row— —
2017 2018 2019 2020 2021 2022 2023 2024 2025

USA

016

-0.2
-0.3

C: Capital: percentage deviations from baseline
15

China 1.18

Row
2024 2025

2015 2016 2017 2019 2020 2021 2022 2023

USA
15 . —— -0.86




A.   GDP: percentage deviations from baseline



B.   Employment: percentage deviations from baseline 

C:  Capital: percentage deviations from baseline

 

1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-6.070615E-2	-0.12825500000000001	-0.193297	-0.21495700000000001	-0.23058500000000001	-0.24430199999999999	-0.256801	-0.268731	-0.28044400000000003	-0.29210599999999998	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0.10473	0.23786299999999999	0.37636799999999998	0.43478099999999997	0.46058300000000002	0.46720099999999998	0.46081899999999998	0.446021	0.42611399999999999	0.40360800000000002	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-3.25581E-3	-8.8083380000000006E-3	-1.7164499999999999E-2	-2.3994620000000001E-2	-2.923079E-2	-3.31276E-2	-3.600809E-2	-3.8097319999999997E-2	-3.9473569999999999E-2	-4.030301E-2	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-7.9601679999999994E-2	-0.14232600000000001	-0.184917	-0.16045300000000001	-0.13789799999999999	-0.11969299999999999	-0.10520500000000001	-9.3994190000000005E-2	-8.5530620000000002E-2	-7.9240229999999995E-2	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0.12772	0.23771700000000001	0.31962000000000002	0.28778599999999999	0.23958199999999999	0.18980900000000001	0.14243500000000001	9.9668110000000004E-2	6.2555799999999995E-2	3.1514649999999998E-2	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-2.870278E-3	-7.7479849999999998E-3	-1.523704E-2	-1.911301E-2	-1.991242E-2	-1.906426E-2	-1.7305359999999999E-2	-1.5134450000000001E-2	-1.280242E-2	-1.0519260000000001E-2	





1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	-6.5343499999999999E-2	-0.17852000000000001	-0.32309100000000002	-0.445299	-0.54953600000000002	-0.63992499999999997	-0.71992699999999998	-0.79227499999999995	-0.85905500000000001	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	0.100992	0.27812900000000002	0.50475999999999999	0.696492	0.84958900000000004	0.96923999999999999	1.06114	1.1302099999999999	1.18096	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	0	-2.921613E-3	-9.0950489999999991E-3	-1.945181E-2	-3.068152E-2	-4.1289310000000003E-2	-5.07996E-2	-5.9038159999999999E-2	-6.5878909999999999E-2	-7.1389850000000005E-2	
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Concluding remarks

In terms of macro effects, a 50% financial decoupling is just as important
as a 50 per cent trade decoupling. But both countries lose in tit-for-tat
trade decoupling

Adding trade decoupling wipes out Chinese gains from financial
decoupling and accentuates U.S. losses

The U.S. and China decouple by 50 per cent in both finance and trade
(GDP percentage deviations from baseline)

0.1
China

0.02

OW5025

20115 2016 2017 2018 2019 2020 2021 2022 2023 2024R

-0.1

-0.2

-0.3

-04

USA
-0.47

-0.5



The U.S. and China decouple by 50 per cent in both finance and trade

 (GDP percentage deviations from baseline)



1 USA	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-0.162272	-0.31490200000000002	-0.45383200000000001	-0.44336500000000001	-0.43895699999999999	-0.44072899999999998	-0.44597500000000001	-0.45338499999999998	-0.46201300000000001	-0.471383	2 China	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	-9.1344999999999996E-2	-0.126721	-0.12845699999999999	-4.8069000000000001E-2	-1.01E-4	2.6464000000000001E-2	3.7567000000000003E-2	3.7671000000000003E-2	3.0422999999999999E-2	1.8643E-2	3 RestWld	2015	2016	2017	2018	2019	2020	2021	2022	2023	2024	2025	0	2.1294E-2	3.4694000000000003E-2	4.0828000000000003E-2	2.9930999999999999E-2	2.1575E-2	1.5154000000000001E-2	9.8480000000000009E-3	5.3400000000000001E-3	1.4970000000000001E-3	-1.7960000000000001E-3	
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Concluding remarks

Area for future development:

» more data work on the ALC tables

» disggregation of the financial instruments into loans, bonds, equity, cash,
and special drawing rights & gold

» recognition of multiple financial agents for each country: households,
banks, non-bank financial institution, retirements funds, industries and
government
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END



Why is the capital effect in China of withdrawal from U.S. (Sim 2) @
6 times greater than the capital effect in the U.S. of withdrawal from

China (Sim 1): Further explanation

Assets & liabilities at the start of 2015 ($USt)

Assetregion | USA China RoW
Liability region Total
USA 53.85 3.00 24.26 81.11
1.14 40.79 7.70 49.64
19.97 7.62 161.74 189.33
Total 74.96 5142  193.70

(1) Impact effect

Impact effect in Sim 1: U.S. supplements its funds for domestic
investment by 0.77% [=100%0.50%1.14/(53.85 +19.97)]

Impact effect in Sim 2: China supplements its funds for domestic

investment by 3.10% [=100%0.50%*3.00/(40.79 +7.62)]

Impact effects suggest that the Chinese capital effect in Sim 2 should
be about 4 times the U.S. capital effect in sim 1 (4.0 = 3.10/0.77).

What is the extra effect ? Greater U.S. openness

In sim 1, the U.S. agent has considerable opportunities to

(2) Openness effect

switch funds to ROW and the ROW agent was
considerable opportunities to switch funds out of the U.S.

In sim 2, the Chinese agent has limited opportunities to
switch funds to ROW and the ROW agent was limited
19 opportunities to switch funds out of China



		Asset region

Liability region

		USA

		China

		RoW

		Total



		USA

		53.85

		3.00

		24.26

		81.11



		China

		1.14

		40.79

		7.70

		49.64



		RoW

		19.97

		7.62

		161.74

		189.33



		Total

		74.96

		51.42

		193.70

		








Impact effect in Sim 1:  U.S. supplements its funds for domestic 

investment by 0.77% [= 100*0.50*1.14/(53.85 +19.97)]

Impact effect in Sim 2: China supplements its funds for domestic 

investment by 3.10% [= 100*0.50*3.00/(40.79 +7.62)]

Impact effects suggest that the Chinese capital effect in Sim 2 should 

be about 4 times the U.S. capital effect in sim 1 (4.0 = 3.10/0.77).  




What is the extra effect ?  Greater U.S. openness

In sim 1, the U.S. agent has considerable opportunities to switch funds to ROW and the ROW agent was considerable opportunities to switch funds out of the U.S. 

In sim 2, the Chinese agent has limited opportunities to switch funds to ROW and the ROW agent was limited opportunities to switch funds out of China 
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