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Global Economy—Global economic activity remains moderate but is expected 

to accelerate through year-end. 

United States—Faster growth in coming quarters should bring Federal Reserve 

policy into greater focus. 

Europe—The euro-area recovery is becoming more balanced, and this augurs 

well for its sustainability. But the healing process still has a long way to go. 

Japan—A consumption tax hike complicates the Japanese economic puzzle, 

and core inflation may fall short of the Bank of Japan’s 2% target, justifying 

additional monetary easing. 

China—Beijing’s baby-step growth-support measures are unlikely to have much 

economic impact.   
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Global Outlook 
Forecasts for global economic growth for 2014 haven’t changed since the start of the 

year, even though the start was uneven and slower than expected in some areas due 

to bad weather. We still see global growth rising 3.1% in 2014, up from 2.4% in 2013.  

Developed economies account for all of the growth acceleration in 2014: their 

projected 2.4% growth in 2014 is twice the 1.2% rate in 2013. In contrast, emerging 

economies are expected to experience a slight deceleration in growth from 4.7% to 

4.4% this year. All regions—Asia ex Japan, Latin America and EEMEA—will face 

slightly lower growth rates. 

Although global growth prospects look bright, there are some key macro issues on 

the horizon. In the US, policymakers are following the script of a gradual tapering of 

the asset purchase program, while also hinting that the official rate policy could 

change within six months after the end of the program. That would put the first rate 

hike in the middle of 2015, and odds are that it could happen even earlier if labor 

markets heal faster than policymakers expect.  

In Europe, inflation is running well below the European Central Bank (ECB) target, 

and policymakers may be forced to act soon to counter strong disinflationary forces. 

We believe that any incremental easing action by the ECB is still a few months away, 

as ECB President Mario Draghi believes that the underlying inflation trend will rise 

over the next two years as the economy recovers. Risks to that forecast remain high, 

especially if the currency strengthens from current levels. 

In Japan, a consumption tax hike took effect on April 1, and economic activity will 

likely be negatively impacted before long. In fact, there was evidence in some real 

sector indicators that the pace of activity was slowing prior to the tax hike, so a 

decline in overall activity in the second quarter should be expected. At the same time, 

the BOJ seems to be coming up short of its inflation target of 2%, so more monetary 

accommodation can’t be ruled out. 

In China, real sector data on fixed investment and retail sales still supports our view 

of a slowdown in growth to around 7% in 2014. While a hard landing can’t be ruled 

out, we’re still of the opinion that policymakers aren’t going to trigger a sharp credit 

contraction. In our view, the shadow-banking loans in China represent a small 

percentage of total loans outstanding; while there will be selective defaults, the 

banking sector has adequate reserves to weather the storm. 

US Outlook 
With the first quarter of 2014 just coming to a close, business surveys are offering an 

early peek at economic performance as well as insights into coming quarters. At this 

writing, business surveys on manufacturing and surveys from Markit are available for 

the first quarter, while January and February reports are available from longstanding 

business surveys from the Institute for Supply Management (ISM). 

Surprisingly, Markit’s first-quarter composite indices for the manufacturing and 

services sectors have risen from the fourth-quarter 2013 average. Indeed, the latest 

Manufacturing Purchasing Managers’ Index (PMI) reading of 55.4 is nearly two 

percentage points higher than last quarter’s average, and the non-manufacturing 

services sector composite index reading of 55.1 marks a gain of 1.5 percentage 
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points over the previous quarter’s average. Both surveys create the impression that 

the first quarter’s bad weather was a nonissue. 

Yet the early reports from ISM on manufacturing and services tell a somewhat 

different story. Weather did appear to slow business activity in the first quarter: the 

January–February aggregate readings for both the manufacturing and services 

sectors ran roughly two points below the fourth-quarter average. We tend to rely 

more on the ISM data, given ISM’s rich history and fairly accurate track record across 

a number of business cycles.  

For insights on the housing, or structures, component of gross domestic product 

(GDP), we can look at the Housing Market Index, as reported in the National 

Association of Home Builders (NAHB) survey. Not surprisingly, the Housing Market 

Index showed the biggest drop, declining an estimated five points to end the quarter 

at 50; bad weather not only delayed construction activity but slowed sales and traffic. 

Combining the two ISM composite indices and the NAHB survey offers a broad 

gauge of activity. It includes the three main GDP product types: goods, services and 

structures. Based on our calculations, a weighted average of the three composites 

shows a preliminary first-quarter reading of 53.3—down roughly two percentage 

points from 55.2 for the fourth quarter of 2013. On the surface, that aggregate index 

reading implies a first-quarter real GDP growth rate between 2% and 2.5%, and our 

GDP estimate for the first quarter is at the upper end of that range. 

There’s a bright spot in the ISM and NAHB survey data, however: despite the 

challenges posed by bad weather in the first quarter, all of the composite indices 

averaged 50 or above. That tells us that there’s underlying strength in the economy. 

Although that spending and output growth didn’t materialize fully in the first quarter, 

we expect all of the pent-up demand to surface in the remaining quarters of 2014. 

Support for this bullish view on growth is seen in the Leading Economic Index, as 

reported by The Conference Board. The index directly and indirectly captures many 

of the same signals recorded in the business surveys—including manufacturing 

hours and orders as well as building permits (housing). It also includes readings on 

labor and financial markets. Despite the impact of bad weather on a number of 

leading indicators, including orders and the workweek, the index was still able to post 

modest gains in both January and February, maintaining the year-over-year growth 

of nearly 5% that’s been in place for the past six months.  

History suggests that growth rates of this magnitude in leading indicators are usually 

associated with real GDP growth of 3% or more. Interestingly, the private sector, 

which is essentially what the Leading Economic Index captures, expanded at an 

annualized rate of 4.5% in the fourth quarter of 2013 and 3.8% for all of 2013, based 

on the GDP revisions released this week by the US Bureau of Economic Analysis. 

So, despite the first quarter’s weather-dampened growth, our readings of current 

business surveys and leading indicators tell us that the US economy has broad 

underlying strength. Consequently, our 3.2% growth forecast for 2014 remains the 

same. If there’s a negative side effect should this positive forecast bear out, it’s that 

the acceleration in economic growth over the rest of the year could trigger a faster-

than-expected fall in the jobless rate. This could compel the US Federal Reserve to 

rethink its commitment to keep policy rates unchanged until late 2015. Our base case 

has the Fed raising official rates by mid-2015. 
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Europe Outlook 
Recent data suggest that the recovery in the euro area is gradually moving onto a 

firmer footing. So far this year, the Markit Eurozone PMI Composite Output Index has 

registered readings of 52.9 in January, 53.3 in February and 53.1 in March. All of 

these numbers are consistent with quarterly economic growth of between 0.3% and 

0.4%, which is probably not far from trend for the euro area right now.  

But the stability of the aggregate euro-area survey data masks some interesting 

developments in individual countries. The German All-Sector Output PMI was notably 

weaker in March, dropping to 54.3 from 56.4, but it remains at a healthy level on a 

historical basis and is still above the euro-area average. Italy also recorded a sizable 

drop, to 51.1 from 53.4, but the impact of Italy’s and Germany’s declines was offset 

by improvements in Spain and, particularly, France. At 54.2, the Spanish PMI is now 

only fractionally lower than its German counterpart, while the French PMI jumped by 

almost four points to 51.8 in March from 47.9 in February. 

Although we continue to have some reservations about France’s longer-term 

prospects, the improvement in the March PMI suggests that the near-term outlook 

may not be quite as gloomy as earlier indications might have suggested. Indeed, it’s 

worth noting the PMI data have recently tended to overstate the weakness of the 

French economy relative to the rest of the euro area. Last year, for example, 

France’s composite PMI averaged just 46.5, three points lower than the euro-area 

average (49.7) and lower than in either Italy (48.1) or Spain (48.3). But the picture 

looks very different when we turn to GDP growth. Over the course of last year, the 

French economy grew by 0.8%, slightly higher than the euro-area average (0.5%) 

and well above Italy (–0.9%) and Spain (–0.2%). 

The March data therefore bring the French PMI more in line with recent GDP data 

and more in line with the other large euro-area countries. This adds to evidence that 

the recovery in the euro area is becoming more balanced. In this respect, it’s 

interesting to note that the dispersion of quarterly growth rates between the four 

largest euro-area countries has fallen significantly in recent quarters. It’s fallen so 

much that the difference between the fastest-growing country (Germany at 0.4%) and 

slowest-growing country (Italy at 0.1%) is now just 0.3%. With the exception of the 

third quarter of 1999, this is the lowest gap since the launch of the euro. 

The convergence of growth rates within the euro area is a welcome development, 

suggesting that the recovery has become much more balanced. But this is from a 

“flow” perspective. If we consider these economies from a “stock” (or level) 

perspective, things still look very different. For example, unemployment rates range 

from a post-reunification low of 5.1% in Germany to 25.6% in Spain. And while 

German GDP now stands 3.0% higher than the peak of the last cycle in the first 

quarter of 2008, Italian GDP is still 8.9% lower than it was at that time. So while the 

convergence of growth rates in the euro area is a welcome development, it’s 

important to realize that the healing process has a long way to go. 
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Japan Outlook 
Reading the pulse of the Japanese economy over the next few months is going to be 

quite a problematic exercise. But trying to fit the puzzle pieces together is critical if 

we’re to assess whether things remain on track, as Bank of Japan (BOJ) Governor 

Haruhiko Kuroda and others argue. 

On the activity side of the equation, the increase in the consumption tax rate on April 

1 from 5% to 8% is already contributing to data volatility. Big-ticket items—including 

auto sales and housing starts—have strengthened sharply over the past six months, 

owing in no small part to consumers’ efforts to get ahead of the tax hike. Retail sales 

are stronger, too. As we saw in 1997, the last time the consumption tax was raised, 

the big rush in nondurables spending happens as a tax hike draws closer. 

That 1997 experience also makes it clear why there is some angst about the post-

tax-hike environment—angst that’s already reflected in the “expectations” 

components of a range of business and consumer surveys, including the latest 

Tankan survey from the BOJ. We continue to argue that the backdrop is very 

different from 1997, and that the impact should be materially smaller. But, in any 

event, it’s not going to be clear what the true underlying pulse of the economy is until 

we get well into the second half of the year. 

The inflation numbers will be similarly distorted, though perhaps easier to look 

through than the activity data. Most estimates suggest that the consumption tax hike 

will add two percentage points to inflation, as measured by the consumer price index 

(CPI), and analysts will just lop that off the published rates to proxy an ex-tax inflation 

rate. That rate is likely to show a fade in core inflation, as the direct impact of the 

yen’s depreciation, the bulk of which happened nearly a year ago, falls out of the 

figures. This is already evident in the latest readings, with core CPI inflation topping 

out well below the BOJ’s 2% inflation target. 

Perhaps one place where the distortion will be less evident is in the labor market. 

Strength in that area remains one way, as clear signs of tightness continue to mount. 

At 3.6%, February’s unemployment rate was the lowest since 1997. This may be a 

better place to continue to focus rather than the noisy activity data. 

Regardless, it’s going to become more difficult to argue that things remain on track 

over the coming months. Hence, we wouldn’t rule out additional BOJ action at the 

upcoming policy meetings in April or May. Market consensus has all but given up on 

such an early BOJ action—expectations of the next easing have shifted to the third 

quarter of 2014. But moving again in April, one year after Governor Kuroda’s 

“bazooka” easing, would have a nice symmetry to it, and affecting perceptions has 

been a big part of his game plan. 

Australasia Outlook 
One of our higher-conviction fundamental themes has been that the Australian 

economy would likely underperform the consensus thesis of smooth recovery. We’d 

taken the view that the transition of the economy from a mining-boom-driven phase 

to a more “balanced” phase would be a difficult exercise—one that’s necessarily 

lumpy and subject to setbacks. Ultimately, that would drive a further modest round of 

easing from the Reserve Bank of Australia (RBA), spread contraction versus US 

Treasuries and a weaker Australian dollar. 
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This view has come under an increasing amount of pressure from three angles: (1) 

domestic data have been improving (particularly in housing); (2) the RBA is sounding 

more relaxed about how the growth transition is playing out; and (3) we’re not getting 

a lot of joy from the price action.  

Is this pressure justified? On one hand, many of the key elements of our view are still 

intact: 

 Capital spending by the mining sector—which had increased from 1.5% of GDP 

a decade ago to near 8% of GDP now—has peaked and is set to fall sharply 

over the next few years.  

 

 The expansion of supply and export capacity is adding to downward pressure 

on commodity prices. The RBA’s index of (spot) bulk commodity prices is down 

17% year-to-date. The scale of the terms-of-trade/income adjustment that lies 

ahead, with its consequent implications for tax revenue, real income growth, 

and so on, is still being under-recognized. 

 

 It’s true that house prices are up strongly (in Sydney and Melbourne, at least) 

and housing construction is set to rise sharply as well over the next year. A 

housing recovery has always been part of the script; the fact that it’s occurring 

merely confirms that the story is playing out. The key controversies have been 

whether we’d also see a rise in non-mining business investment and whether 

there would be sufficient strength to generate enough of an improvement in the 

labor market to stop a rising unemployment rate. The jury is still out on that 

front.  

On the other hand, the risks around the forecast have clearly changed. Six to nine 

months ago, there were genuine question marks about whether we would see a 

housing recovery, whether job vacancies would stop falling, and whether business 

and consumer confidence would pick up. But as the evidence has rolled in, some of 

the more extreme downside scenarios have now been taken out of play.   

This change in the skew of risks is reflected in the RBA’s thinking, too. They’ve 

moved from an easing bias to a neutral stance over recent months. The hurdle for 

shifting rates (either up or down) is relatively high. The standard line from the RBA is 

now that “if the economy evolves in line with the present set of forecasts, a period of 

stability in interest rates could be expected.” Given that things are on track, it will take 

a lot for the RBA to start easing again. Equally, this doesn’t sound like a central bank 

with an itchy trigger finger: The bank isn’t worried about inflation. It has moved from 

encouraging higher house prices (as part of monetary-policy transmission) to 

watching and jawboning a bit. And it seems happy enough to accommodate a touch 

more currency strength. 

So while rate cuts seem increasingly unlikely, we still think rate hikes are a long way 

down the track. In particular, we struggle to paint a scenario under which the RBA will 

raise rates before year-end—although a number of analysts are starting to tell that 

story. 

Australia’s situation is in sharp contrast to what’s happening in New Zealand. The 

Reserve Bank of New Zealand started its rate-hike cycle in March with a 25-basis-

point increase in the overnight cash rate. It also issued a forecast monetary-policy 

track that was more aggressive than the market expected. With economic activity 
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data continuing to show a strong, broad recovery, rate hikes of another 75 basis 

points this year (as broadly priced into the market) seem quite likely. 

Canada Outlook 
January GDP (reported at the end of March) showed that the Canadian economy has 

firmly rebounded from December’s sharp deceleration. In December, month-over-

month retail sales declined sharply, inflation turned negative, manufacturing 

shipments fell more than 2.5% in real terms, and monthly GDP contracted more than 

half a percent. In a reversal, the recent report of a GDP acceleration of 0.5% in 

January offered one indicator in a string of better-than-expected data releases that 

suggest December’s downturn was likely a temporary phenomenon—and likely 

impacted by the exceptionally bad weather Canada faced that month. 

Of course, we must consider that some strength in the January data may simply be a 

correction of the weather-imposed slowdown in December. But there has been 

mounting evidence that growth is at least back on the modestly stronger path it 

exhibited in the second half of last year. In addition to a bounce in retail sales, 

manufacturing shipments also rebounded in January and wage growth reached a 

1.5-year high. 

To be sure, we’re not anticipating a robust expansion either in the first quarter or later 

this year. Despite the continued call for a rotation toward export-led growth, exports 

are unlikely to contribute in 1Q. January’s 4.2% month-over-month decline in export 

volumes was exceptionally weak, and February data showed only a lackluster 

rebound. While the growth picture isn’t as bleak as December had suggested, we 

believe 2014 GDP growth will still only marginally beat 2013’s 2.0% expansion. 

Importantly, the pickup in growth early this year has been accompanied by two 

consecutive above-consensus inflation readings. Concerns by the Bank of Canada 

(BOC) surrounding below-target inflation and the market chatter about a potential 

rate cut that ensued are both likely to be tempered as we move farther into the year, 

when inflation is expected to continue rising modestly. While a rate cut was never our 

base case, the risk has been further diminished, and it seems the BOC is back on 

track to begin raising rates in the middle of next year. 

Emerging-Market Outlook 
Emerging-market asset prices behaved favorably over the past month, on the back of 

a deceleration in the pace of outflows. The J.P. Morgan Emerging Market Bond Index 

(EMBI) Global Diversified gained 1.4% in March. 

Latin America: In Brazil, the SELIC rate increased by 25 basis points to 11%, in 

line with expectations. The accompanying press release was very brief, but it 

suggested that the rate-hike cycle is near completion. The central bank will likely wait 

for upcoming data before deciding on future monetary-policy moves. However, the 

implicit message is that there could be a small residual tightening, if any, before the 

October presidential election. The minutes of the April 2 meeting will be released on 

April 10 and should provide a fuller explanation of the next few policy moves.  
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In the meantime, water levels in the main reservoirs remain significantly below 

historical averages, but the authorities continue to argue that electricity rationing this 

year is an unlikely event. The unusually dry season is already having an impact on 

food prices: the IGP-M inflation index, calculated by the Getulio Vargas Foundation, 

showed a sharp acceleration to 1.7% month-over-month (MoM) in March from 0.4% 

MoM in February. Agricultural prices jumped by 6.2% MoM. This suggests that 

despite weak economic activity figures, headline inflation may accelerate toward the 

ceiling of the target range—and even beyond it—by midyear.  

Last month, Standard & Poor’s (S&P) announced the downgrade of Brazil’s 

sovereign rating ceiling by one notch to BBB–, with a stable outlook, leaving the 

country at the lowest echelon of the investment-grade range. The announcement 

wasn’t a surprise. S&P cited expansionary fiscal policy coupled with low economic 

growth that are causing the country's debt ratios to worsen. In recent years, Brazil’s 

potential GDP growth has fallen, largely as a result of mixed policy signals that failed 

to provide incentives for investment—and reticence to implement fiscal tightening 

measures. S&P also highlighted the political constraints in adjusting the policy mix 

ahead of October’s presidential elections and the developing deterioration of the 

country’s external accounts. The message is powerful, because it breaks a decade-

long period of upgrades for Brazil.  

The only silver lining of the announcement was that the new rating was left with a 

stable outlook, which means that Brazil isn’t under imminent risk of losing its 

investment-grade status. The wording of S&P’s press release, however, suggests 

that in the absence of corrective policy measures after the election, further negative 

rating actions could ensue. For the time being (and maybe over the next couple of 

years), we believe that the investment-grade status is safe. We don’t anticipate any 

significant policy reaction to the downgrade from the government before the 

elections. Changes to the policy mix will be a matter for the incoming administration, 

with or without President Dilma Rousseff at the helm. 

In Argentina, Economy Minister Axel Kicillof announced that full-year 2013 GDP 

growth was 3%, under the new calculation methodology with revised weights and 

2004 as the new base year. This number was a surprise: it represents a sharp 

downward revision to the figures that the government had been publishing until late 

2013, with the EMAE economic activity index suggesting growth of almost 5% during 

the year. The 3% number is closely in line with local private estimates and with the 

figures that opposition legislators had unveiled in recent days. Kicillof said that new 

calculations of GDP data back to 2005 will be released soon and that final estimates 

of 2013 GDP will be available during the third quarter of 2014, which will determine 

whether last year’s GDP warrants will be triggered. The trigger is a GDP growth rate 

of 3.22% or higher, so according to figures released last month, the warrants won’t 

be in the money and the Republic will avoid payments of an estimated US$3 billion. 

J.P. Morgan announced that, effective May 30, Colombia’s weight in the Government 

Bond Index-Emerging Markets (GBI-EM) Global will rise to 5.6% from 1.8%. In the 

GBI-EM Global Diversified, Colombia’s weight will increase to 8.0% from 3.2%. Five 

new securities (maturing in June 2016, November 2018, May 2022, July 2024 and 

April 2028) will gradually be incorporated into the indices no later than September 30, 

2014. Countries that will lose the most representation in the GBI-EM Global include 

Brazil, Russia, Mexico and Poland; in the GBI-EM Global Diversified, Turkey, Russia, 

Thailand, Indonesia and Hungary are among those losing the most.  
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The announcement was very significant and gave rise to a sharp rally across 

Colombian assets. J.P. Morgan’s move came after recent statements made by 

Director of Public Credit Michel Janna, suggesting that the government wants to 

further reduce the withholding tax on foreign-bond investment from the current 14% 

to 5% or less, or even eliminate the tax altogether. The tax had been lowered to 14% 

from 33% with the tax reform of December 2012. Foreign investors remain fairly 

underinvested in Colombia’s local-market debt (they own about 7% of the total), so 

technical factors appear to be favorable at this juncture. 

In Mexico, January’s IGAE economic activity index came out at 0.8% year over year 

(YoY), well below expectations of 1.4% and also below December's 1.1%. The only 

silver lining in the report was that the industrial sector rose by 0.71% YoY, after two 

consecutive months of interannual declines. Services expanded by 1% YoY, while 

agriculture shrank by 1.7% YoY. On a month-over-month seasonally adjusted basis, 

the IGAE increased by 0.1%, with a small industrial expansion, a flat services sector 

and an agriculture decline.  

Economic activity continues to sputter, and it looks increasingly likely that GDP 

growth during the year will be closer to 3% (or even slightly lower) than to the official 

3.9%. Slow growth also explains the lack of demand pressure on domestic prices 

and Banco de México’s message of monetary-policy neutrality for now. Indeed, we 

expect no changes to the funding rate during 2014. Our optimistic outlook for the 

medium term remains strong, as the gradual implementation of the structural reforms 

enacted since last year—especially the deregulation of the energy sector—is 

expected to unlock investment and lift trend growth rates. 

In Venezuela, after several weeks of delays, the new Sicad 2 currency platform was 

launched on March 24. The system operates daily between 8 a.m. and 1 p.m. Both 

individuals and corporations can participate once per day through some of the 

authorized financial agents, as long as they hold dollar accounts at a Venezuelan 

bank. During the first few days of operation, transactions were made at levels slightly 

weaker than VEF50/USD (i.e., at a more depreciated than expected rate and thus 

closer to market-clearing levels). The system will take a few days to refine its 

operations, but the more realistic initial exchange rate was welcomed by the market, 

prompting a rally in Venezuelan assets.  

While Sicad 2 is far from a perfect solution, we believe that it’s a better alternative 

than the previously existing situation. It will help alleviate Petróleos de Venezuela’s 

(PDVSA’s) cash flow, reduce the fiscal imbalance and lower the pace of money 

growth to absorb PDVSA’s deficit. However, the volume of transactions that Sicad 2 

handles and the financing of those transactions remain to be seen. The success of 

the new strategy will also hinge on the implementation of other tightening measures, 

both fiscal and monetary. The central bank just announced a small increase in 

mandatory reserve requirements on bank deposits; the move is still insufficient but at 

least suggests a change in the right direction. Meanwhile, the authorities have 

mentioned that subsidies to energy consumption will be gradually reduced, but the 

implementation is still pending. 
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Asia ex Japan: Our GDP forecast for the region remains unchanged at 6% in 

2014. Recent economic trends continued to suggest growth deceleration in China 

and a buildup of market concern about credit-default risk. Export growth across the 

region remains mixed but weak overall, and inflation has stayed benign. Even 

relatively high-inflation countries such as Indonesia and India have seen a mild 

correction. 

In China, the official manufacturing PMI came in at 50.3 in March vs. 50.2 in 

February, an improvement of 0.1. Since the inception of the data in 2005, however, 

there has always been a seasonal bounce from February to March in the aftermath of 

the Chinese New Year holidays (in our opinion, due to a lack of seasonal 

adjustment). The average bounce between 2005 and 2013 was 2.8, so the 0.1 

bounce this year reflects more of a weakness than strength. 

Before there’s too much excitement about the growth-supportive measures from 

Beijing mentioned by Prime Minister Li recently, it’s important to note that the 

“support” merely referred to advancing some existing projects in infrastructure, 

railway and social housing that are already included in development plans (i.e., not 

new stimulus efforts or additional projects). This is not a new policy approach and 

has been common practice over the past 10 years when growth has been under 

pressure. It’s important to recall that the new supportive measures look very similar 

to the front-loading of investment and a few tax cuts for SMEs during the summer of 

2013, but the impact on the economy from those measures was minimal. 

If history is a guide, we believe that the more token measures Beijing announces, the 

less the likelihood that a grand stimulus package will be in the pipeline. Whether 

there will be sufficient short-term growth support remains to be seen, and our base 

case is that GDP will slow to 7.1% annualized in the second half of 2014 (from 7.7% 

annualized in the fourth quarter of 2013). What’s the main risk to our forecast in 

2014? If we underestimate the policy response intended to buttress growth and 

overestimate the determination of Beijing to push out financial reforms and contain 

leverage risk, there will be upside risk to our existing growth forecast. If this is the 

case, we suspect that the financial market may briefly react positively—but will 

quickly worry about China resorting to the old growth model by boosting credit and 

investment, further increasing the country’s long-term risk of a credit bubble. 

Emerging Europe, Middle East and Africa: Based on the economic data 

releases and developments over the past month, we’ve made four major revisions to 

our macroeconomic forecasts in the EEMEA region. 

First, we’ve lowered our 2014 growth forecast for Russia by half to 1.3%, which 

would be unchanged from Russia’s growth last year. This revision assumes that the 

financial sanctions threatened last month by the US and other G7 nations against 

strategic sectors of the Russian economy won’t be triggered. However, the sheer 

threat of these sanctions is likely to continue eroding business sentiment in Russia, 

and will likely lead to a further acceleration of net private-capital outflows. According 

to government officials, these outflows have already amounted to about US$70 billion 

(or 3.3% of full-year GDP) in the first quarter of this year. Last year’s total outflows 

were just over US$63 billion. 

In combination, these developments will be yet another blow to the willingness and 

ability of Russian corporations to invest. The key assumption behind our earlier 

expectation of a rebound in GDP growth this year was a recovery in fixed-investment 
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spending growth from flat in 2013 to a rate similar to the 6.5% we saw in 2012. This 

scenario now seems very unlikely; in fact, the growth risks are skewed to the 

downside, if the strategic sectoral sanctions are triggered. These sanctions would 

significantly restrict (or even completely block) the access of Russian entities to 

international capital markets and cross-border credit lines, potentially leading to a 

credit crunch not dissimilar to the one seen during the 2008–2009 financial crisis 

(although perhaps different in magnitude). In 2009, fixed investment contracted by 

more than 14%, although this was also due to the simultaneous collapse of 

commodity prices and demand for commodities that Russia produces and exports, so 

it significantly worsened the production outlook. 

Separately, with the possibility of further sanctions in the offing (and President 

Vladimir Putin’s approval ratings close to all-time highs), we would also expect that 

the government will conserve fiscal resources this year and refrain from offsetting an 

investment-growth slowdown with budgetary spending. Instead, we foresee more 

concentrated efforts to build fiscal buffers by accumulating unspent revenues in the 

Reserve Fund, which currently has assets amounting to only about 4% of GDP, 

compared with 8.5% before the global financial crisis. 

Another year of very soft economic growth would have been a good reason for the 

Bank of Russia to cut interest rates this year, if the softness wasn’t accompanied 

(and, in fact, caused) by accelerated capital outflows and downward pressure on the 

ruble exchange rate. This trend has already solicited an emergency 150-basis-point 

hike in the key policy rate at the beginning of last month, and we don’t see that being 

reversed later this year. The inflation rate is now unlikely to converge to the central 

bank target, as planned and expected by most observers earlier this year. 

Unless there’s another downside surprise in Russia’s growth, our revision shouldn’t 

have a significant negative impact on the rest of the region. Looking purely through 

the trade channel, the countries most exposed to a potential deeper collapse in 

Russian imports are Belarus, Ukraine and the Baltics—in that order. On GDP impact, 

however, our forecast revision in Russia will reduce EEMEA’s 2014 growth rate by 

about five-tenths to 1.9%. This is due to the size of Russia’s GDP, which accounts for 

close to 40% of the region’s aggregate output. 

Our second revision fine-tuned our inflation forecasts across the region by slightly 

lowering inflation projections for central European economies and increasing 

projections for Russia, Turkey and South Africa. In central Europe, the downward 

revisions are from lower-than-expected inflation dynamics so far this year, due to 

softer inflation pressures emanating from core Europe and idiosyncratic drivers, such 

as continued preelection cuts in household utility and energy prices in Hungary. In 

the rest of the region, we see additional upward pressure on inflation coming from 

currency weakness experienced in the last three months, as well as from greater 

exposure of these countries to global food price inflation, which has begun to 

accelerate from very subdued levels in 2013. In Russia and Turkey, food constitutes 

an especially large share of the consumer price index.  

The third revision is due to a more subdued inflation outlook and no signs of a desire 

to normalize monetary policy from the ECB (quite the opposite). We now expect 

central banks in central Europe to remain on hold longer, pushing out the first policy-

rate hike to early 2015 in Poland—and even later in the Czech Republic. We still see 

the possibility of a rate hike in Hungary before year-end (after the national bank 
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delivers the last cut of a nearly two-year-long easing cycle later this month). But even 

in that country, the central bank could remain on hold longer.  

Fourth, the surprisingly strong victory of the ruling Justice and Development Party in 

Turkey’s municipal elections at the end of last month should improve political and 

policy visibility, reducing—in turn—the pressure on the exchange rate ahead of 

summer presidential elections. This should then allow the central bank to remain on 

hold (despite our initial expectation of possibly 100 basis points of additional 

tightening). That said, we expect the central bank to remain hawkish, and we think 

it’s very unlikely that the Monetary Policy Committee would reverse any of its 

emergency tightening from January anytime soon. This is because of the higher-

than-expected acceleration in inflation so far this year and the strong upside inflation 

risks (as well as residual political risks) that will remain in place at least through the 

end of this summer. 
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AllianceBernstein Global Economic Forecast

EOP EOP EOP EOP

2013 2014F 2013 2014F 2013 2014F 2013 2014F 2013 2014F 2013 2014F

Global 2.9 3.2 2.4 3.1 2.5 3.2 2.5 2.9 2.15 2.31 3.83 4.11

(PPP Weighted) (2.8) (3.6) (3.0) (3.5) (2.8) (2.8) (3.0) (2.8)

Industrial Countries 2.0 2.6 1.2 2.4 1.2 2.1 1.3 1.8 0.34 0.30 2.48 2.84

Emerging Countries 4.7 4.4 4.7 4.4 4.9 5.3 4.6 5.1 5.42 6.17 6.51 6.65

United States 2.6 3.6 1.9 3.2 1.2 2.6 1.5 2.1 0.13 0.13 3.04 3.75

Canada 2.7 1.8 2.0 2.1 1.0 2.2 1.0 1.8 1.00 1.00 2.77 3.25

Europe 1.0 1.8 0.1 1.6 1.0 1.2 1.5 1.0 0.35 0.23 2.33 2.46

Euro Area 0.5 1.5 -0.4 1.3 0.8 1.1 1.3 0.8 0.25 0.10 2.11 2.25

United Kingdom 2.7 2.8 1.7 2.9 2.1 1.7 2.6 1.7 0.50 0.50 3.24 3.25

Sweden 3.1 2.2 1.5 2.7 0.1 0.8 0.0 0.3 0.75 0.75 2.53 2.75

Norway 1.9 2.4 2.1 2.2 2.3 1.7 2.1 1.8 1.50 1.50 3.04 3.25

Japan 2.6 2.2 1.5 2.1 1.4 3.1 0.4 2.9 0.10 0.10 0.74 0.80

Australia 2.8 1.9 2.4 2.3 2.7 1.7 2.5 2.1 2.50 2.50 4.23 4.25

New Zealand 3.1 3.7 2.7 4.0 1.5 1.8 1.1 1.7 2.50 3.50 4.71 4.75

Asia ex Japan 6.3 6.1 6.2 6.0 3.5 3.6 3.2 3.6 5.04 5.54 5.15 5.04

China2
7.7 7.2 7.7 7.1 2.9 2.8 2.6 2.5 5.26 6.00 4.70 4.60

Hong Kong3
3.0 3.4 2.9 3.1 4.3 4.1 4.3 4.0 0.50 0.50 2.35 2.30

India4
4.7 5.4 4.6 5.0 7.1 8.1 6.3 8.8 7.75 8.50 8.83 8.90

Indonesia5
5.7 5.5 5.8 5.5 8.0 5.8 6.4 6.7 7.50 7.00 8.40 7.00

Korea6
3.7 2.7 3.0 3.1 1.1 1.9 1.3 1.5 2.50 2.50 3.57 3.80

Thailand7
0.6 3.7 2.9 2.6 1.7 3.3 2.2 2.6 2.25 1.75 3.91 3.80

Latin America 1.9 2.2 2.4 2.0 6.0 8.6 6.0 7.8 6.93 7.56 9.88 9.86

Argentina 1.1 0.0 3.0 -0.3

Brazil 1.9 1.4 2.3 1.5 5.6 6.3 6.4 6.0 10.00 11.00 13.11 13.10

Chile 2.7 4.1 4.1 4.0 2.3 2.9 1.9 2.6 4.50 4.00 5.19 5.10

Colombia 5.0 4.4 4.3 4.2 1.8 3.0 2.0 2.6 3.25 4.00 6.83 7.25

Mexico 0.7 3.6 1.1 3.1 3.7 4.0 3.8 4.0 3.50 3.50 6.44 6.20

EEMEA 2.2 1.4 2.0 1.9 5.6 5.6 5.9 5.6 4.78 6.96 7.74 8.98

Hungary 2.7 1.7 1.1 2.0 0.7 2.6 1.6 1.1 3.00 3.00 5.61 7.00

Poland 2.3 2.7 1.6 2.6 0.9 2.0 1.2 1.4 2.50 2.50 4.34 4.95

Russia8
1.2 0.7 1.3 1.3 6.4 5.5 6.8 5.9 5.50 7.00 7.66 9.25

South Africa 2.1 2.5 1.9 2.6 5.4 6.7 5.8 6.4 5.00 6.50 8.24 9.75

Turkey9
4.8 1.7 4.2 2.5 7.5 7.8 7.5 7.9 4.50 10.50 10.15 10.75

1) Official and long rates are end-of-year forecasts. 6) Korea: Overnight call rate and 10-year government bond yield

Long rates are 10-year yields unless otherwise indicated. 7) Thailand: 1-day repo rate and 10-year bond yield

2) China: Official rate is considered the 7D repo rate and 10-year government bond yield. 8) Russia: Longest fixed-rate government bond until April 11, 2011; 10-year bond thereafter.

3) Hong Kong: Base rate and 10-year exchange funds yield Official rates: CBR's O/N fixed deposit rate until Oct 2011, then 1-day repo rate

4) India: Overnight repo rate and 10-year government bond yield 9) Turkey: Since Oct 2011, the official policy rate no longer accurately reflects the central 

5) Indonesia: Intervention rate and 10-year government bond yield bank's monetary policy stance.

Source: AllianceBernstein Note: Real growth aggregates represent 27 country forecasts, not all of which are shown.

Note: Blanks in Argentina are due to the distorted domestic financial system so we don't forecast. 
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