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How big is the threat from “geopolitics”? 
 Geopolitical risks have grabbed the headlines recently and have been cited as a key factor depressing 

global economic prospects. However, the military conflicts which have attracted most attention pose 
less of a threat to the world economy than more peaceful developments in Hong Kong and the EU.  

 There has been a steady deterioration in global security over the past few years. One gauge of this is 
the Global Peace Index, published by the Institute for Economics and Peace (IEP), which ranks countries 
according to 22 qualitative and quantitative indicators. According to this measure, the number of 
countries experiencing the highest level of conflict rose from three in 2007 to eleven in 2014. (See Chart 
1.) Of these, the biggest threats to the world economy are posed by conflicts in Ukraine and Iraq/Syria. 

 On top of this, a number of more peaceful geopolitical developments also still have the potential to 
adversely affect global growth. The dispute over candidate selection in Hong Kong has yet to be 
resolved. And in the EU, separatist movements, the prospect of a UK referendum over EU membership, 
and the rising popularity of the French “Front National” are combining to heighten political uncertainty.     

 In our view, the economic threat posed by first group of countries (those in conflict) is probably smaller 
than often assumed. The eleven countries classified by the IEP as experiencing the highest level of 
conflict together contribute only 4.1% of world GDP. (See Chart 1 again.) Even Russia, which is by far 
the largest, accounts for less than 2% of global trade. Moreover, any spillovers from these countries to 
larger economies are likely to be modest. Russia accounts for only a small share of Germany’s exports 
and bank assets, for example, and its difficulties do not explain much of Germany’s recent slowdown. 
(See our European Economics Update, “Sanctions on Russia pose limited threat to Germany”, 28th July.)  

 Admittedly, if political turmoil, civil war or sanctions were to curtail oil production by Russia or Saudi 
Arabia, the oil price could conceivably double, tipping the world economy into recession. But the risk of 
such a development looks small. Saudi Arabia seems unlikely to suffer a similar fate to Iraq or Libya in 
the near future. And even if tensions escalate over Ukraine, the West has strong incentives to refrain 
from an outright embargo on Russian oil. In any case, the international oil price has fallen in recent 
months, despite the escalation of violence in the Middle East and continuing conflict in Ukraine.  

 What’s more, the world economy has weathered geopolitical shocks quite well in the past. The attacks 
on the World Trade Centre on 11th September 2001 were a terrible tragedy but had little long-term 
economic impact. The US returned to growth in the fourth quarter of 2001 and GDP expanded strongly 
during the US-led military interventions in Afghanistan and Iraq. (See Chart 2.)  

 Meanwhile, the economic risks from several peaceful geopolitical developments may be greater than 
often assumed. If the protests in Hong Kong are violently suppressed, there could be a sharp drop in 
Chinese growth, as there was in 1989. (See our China Economics Update, “How much does Hong Kong 
matter to China?”, published on 3rd October.) And the repercussions of such a crack-down in terms of 
economic and financial sanctions could have an impact around the world. There are also growing 
geopolitical risks in the EU. In the UK, next year’s general election could pave the way for an in-out 
referendum on EU membership. And electoral support for French Presidential candidate Marine Le Pen, 
who also favours leaving the EU, has been rising. All of this could heighten uncertainty about the 
viability of the euro-zone and the EU itself, with potential global implications, whether for good or ill.  

Andrew Kenningham Senior Global Economist (+44 20 7808 4698, andrew.kenningham@capitaleconomics.com) 

Chart 1: Countries with Highest Conflict Rating Chart 2: US GDP (% y/y)  
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