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•	 The	story	of	the	year	so	far	in	emerging	markets	is	the	tense	geopolitical	environment	in	Ukraine.	After	the	ousting	of	
Pro-Russia	President	Viktor	Yanukovych,	a	secession	referendum	in	Crimea	to	join	Russia	remains	unrecognized	by	
western	nations	and	may	lead	to	economic	sanctions	against	Russia.	Financial	markets	have	reacted	to	developments	
but	without	much	guidance	to	what	may	come	next.	Most	of	the	uncertainty	is	being	reflected	in	FX	markets	–	the	
Russian	Ruble	and	the	Ukrainian	Hryvnia	are	down	10%	and	18%,	respectively,	relative	to	the	USD	since	the	start	of	
2014.

•	 China	is	also	a	big	market	mover	recently,	as	trade	balance	numbers	and	industrial	output	have	disappointed	–	although	
this	may	to	a	large	extent	be	due	to	seasonal	factors	related	to	the	Chinese	new	year.	The	government	has	also	changed	
its	GDP	growth	target	to	7.5%.	This	is	closer	to	our	forecast	of	7.4%	growth	in	2014.	Concerns	regarding	domestic	
credit	and	shadow	banking	have	also	gained	attention	and	remain	a	risk	to	our	forecast.	
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•	 After	beating	expectations	in	the	second	half	of	2013,	U.S.	economic	data	have	been	unimpressive	so	far	in	2014.	The	
slowdown	reflects	a	number	of	temporary	factors,	including	an	unusually	cold	winter,	the	expiration	of	unemployment	
benefits	for	the	long-term	unemployed	and	tax	credits	for	capital	investment,	and	a	slower	pace	of	inventory	accumulation	
following	an	outsized	build	up	in	the	second	half	of	2013.

•	 As	temporary	factors	fade	and	pent-up	demand	is	unleashed,	economic	growth	should	re-accelerate.	Our	forecast	for	
real	GDP	growth	in	2014	is	2.7%,	supported	by	reduced	fiscal	drag,	resurgent	consumer	spending,	and	continued	gains	
in	housing	construction.	In	2015,	economic	growth	is	expected	to	accelerate	further	to	3.2%.	

•	 Existing	home	sales	reached	a	peak	in	July	of	last	year	and	have	fallen	in	six	of	the	past	seven	months.	The	recent	drop	
in	home	sales	reflects	the	transition	away	from	investor-supported	buying.	The	next	stage	of	the	housing	recovery	will	
shift	more	to	traditional	homebuyers.	

•	 This	transition	was	impeded	by	a	sudden	100	basis	point	increase	in	mortgage	rates	in	2013	and,	to	a	lesser	extent,	the	
introduction	of	mortgage	regulations	at	the	start	of	this	year.	Borrowing	costs	have	recently	dropped,	and	are	likely	to	
rise	slowly	over	the	course	of	this	year	and	next.	In	combination	with	strengthening	job	growth,	this	should	support	a	
rebound	in	housing	demand	over	2014-15.

•	 Inflation	continues	to	run	well	below	the	Federal	Reserve’s	target,	giving	the	central	bank	ample	leeway	to	maintain	
accommodative	monetary	policy.	Inflation	in	the	price	index	for	personal	consumption	has	hovered	around	1.0%	for	
the	past	year	and	was	up	just	1.2%	(from	a	year	ago)	in	January.	The	core	rate	(excluding	food	and	energy)	is	even	
lower	at	1.1%.	

•	 Tightening	labor	markets	should	begin	to	put	upward	pressure	on	inflation	over	the	next	two	years,	but	it	is	unlikely	to	
lead	to	a	change	in	the	stance	of	monetary	policy.	We	expect	the	Fed	to	continue	to	taper	asset	purchases	and	end	the	
program	later	this	year,	but	it	will	likely	not	be	until	the	fourth	quarter	of	2015	before	the	Fed	raises	the	target	for	the	
federal	funds	rate.

GLOBAL OUTLOOK

•	 Our	forecast	for	global	economic	growth	in	2014	remains	at	3.4%,	as	the	slight	increase	in	prospects	for	advanced	
economies	was	matched	by	a	commensurate	decrease	in	developing	nations.	Our	forecast	for	world	GDP	growth	in	
2015	was	revised	upward,	from	3.6%	to	3.7%.
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•	 The	S&P500	is	up	2.3%	since	the	start	of	2014,	after	having	been	down	5%	as	of	early	February.	In	comparison,	the	
stock	market	index	was	already	up	6%	at	this	time	in	2013.

•	 Longer-term	interest	rates	have	edged	down	recently	–	the	10-year	U.S.	government	bond	yield	started	the	year	at	3.0%	
and	has	since	receded.	However,	our	forecast	calls	for	the	10-year	yield	to	end	2014	at	3.40%	and	2015	at	3.75%.

•	 The	Fed	is	expected	to	continue	to	taper	its	Quantitative	Easing	program.	That	said,	the	central	bank	is	expected	to	remain	
highly	accommodative	well	into	the	future.	Well-anchored	inflation	expectations	will	allow	the	Fed	to	focus	its	efforts	
on	an	economy	that	still	has	a	lot	of	healing	to	do.	As	a	matter	of	fact,	the	statement	from	the	Federal	Open	Market	
Committee	meeting	on	March	19th	explicitly	removed	all	references	to	specific	economic	thresholds	by	replacing	them	
with	qualitative	descriptors	that	will	take	into	account	a	wider	range	of	economic	information	and	indicators.

•	 Accordingly,	we	expect	the	Fed	Funds	Rate	to	remain	at	0.00%-0.25%	until	the	fourth	quarter	of	2015.
•	 So	far	in	2014,	the	USD	has	gained	on	the	Canadian	Dollar	(+5.3%),	and	is	essentially	unchanged	against	the	Euro	

(-0.1%).	It	has	registered	losses	to	the	Australian	Dollar	(-1.7%)	and	the	Yen	(-2.7%).	We	expect	the	USD	to	appreciate	
relative	to	the	Yen	and	the	Euro	over	the	remainder	of	our	forecast	horizon.

FINANCIAL MARKETS

•	 There	is	little	doubt	that	Europe	has	begun	its	recovery.	After	contracting	0.6%	in	2012	and	0.4%	in	2013,	we	believe	
that	Europe’s	momentum	from	the	second	half	of	last	year	will	carry	over	in	2014	and	2015.	In	turn,	real	GDP	growth	
should	be	1.2%	and	1.9%,	respectively.	

•	 Strengthening	demand	in	Germany	and	reduced	fiscal	drag	in	Europe	are	the	main	factors	behind	these	upward	revisions.	
•	 Canada’s	economy	performed	better	than	anticipated	in	2013,	as	the	transition	towards	more	export-led	growth	is	finally	

underway.	An	accelerating	U.S.	economy	will	continue	to	lift	Canada’s	exports	and,	therefore,	economic	growth.	We	
expect	GDP	growth	to	accelerate	from	2.0%	in	2013	to	2.3%	this	year	and	2.5%	in	2015.
	- The	job	creation	engine	has	stalled	since	last	September,	averaging	only	3k	net	new	jobs	per	month	since.	We	expect	

the	pace	of	job	creation	to	pick	up	in	line	with	economic	growth,	taking	the	unemployment	rate	lower	from	its	current	
7%	level	to	6.4%	by	the	end	of	2015.

	- Housing	starts	fell	13%	last	year,	and	are	expected	to	weaken	by	a	further	5%	this	year	and	6%	in	2015.	Looking	
forward,	softer	demand	and	a	rising	supply	of	homes	for	sale	will	likely	pull	some	steam	out	of	home	price	growth	
over	the	next	couple	of	years.	
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•	 Emerging	markets’	central	banks	remain	busy	navigating	in	a	post-taper	world.	The	Banco	do	Brasil	has	tightened	rates	
to	fight	inflation	for	eight	meetings	in	a	row,	taking	the	Selic	rate	to	10.75%	from	7.25%	at	the	same	time	last	year.	
This	is	weighing	on	already	sub-par	growth	for	the	Latin	American	giant.	Other	central	banks	such	as	those	of	South	
Africa,	India	and	Turkey	have	followed	suit	to	fight	off	recent	capital	exits.
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