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 The buzzword “cautious optimism” best characterizes the mood at the 2017 annual IMF/World Bank 
Meetings and side events. Most presenters recognized the improvement in global growth prospects, but 
concerns about monetary policy normalization in the developed world, high asset prices, and 
geopolitical/political risks were frequently expressed. 

 The resumption of growth prospects in Brazil and Argentina was one of the most celebrated developments. 
Emerging markets continue to attract a lot of attention from investors on the back of improved 
fundamentals and expectations of low interest rates in the developed world for an extended period. 

 However, data show that improvements in some emerging economies since 2013 were limited to external 
accounts, with disappointing economic growth and increased leverage.  

 Brazil’s fiscal fragility is still noticeable, although there is confidence regarding the continuation of the 
structural reform and fiscal consolidation agendas. We expect GDP growth to reach 3.2% in 2018, which 
would add to this relative optimism. 

 In the long run, Brazil could, in relative terms, benefit from technological changes returning manufacturing 
to developed countries or regions with strong domestic markets. 

 

Buzzword: “cautious optimism” 

The overall outlook at the IMF/WB meetings and side events was bullish, in line with the IMF’s upward GDP growth revisions 

in its latest World Economic Outlook report1. The world seems to be sitting in a sweet spot of synchronized growth, low 

inflation, and low interest rates, justifying subdued price volatility across asset classes. However, optimism was not unbridled: 

many panel speakers qualified their positions as “cautious optimism”, as many events with disruptive potential loom ahead, 

among them: 

 Inflation risk in the United States: markets seem to be prepared for a gradual normalization of Fed rates and balance 

sheet, but tight job markets may accelerate demands for higher wages and trigger inflationary pressures. The effects of 

reductions in the quantitative easing programs in the developed world are still not clear to everyone, and the recent 

global growth acceleration adds to risks. 

 Lack of margin of safety in asset prices: as The Economist recently put it, we are experiencing a “bull market in 

everything”2, with low interest rates, credit spreads, and volatility, coupled with high pools of investable savings 

driving asset prices upwards across the board. Many fund managers mentioned how difficult is to invest in that 

scenario, which could lead to price bubbles and capital misallocation. 

 Policy shifts and mistakes: some upcoming events could lead to major reorientations in economic policy in the largest 

world economies, such as the 19
th

 National Congress of the Communist Party of China (opening this week), the 

appointment of a new Fed Chair (also the mandates of the European Central Bank and Bank of Japan governors end in 

2018 and 2019, respectively), and the pressure that 2018 midterms add for President Trump to boost his popularity.  

                                                 
1 Maurice Obstfeld (October 10, 2017), “Global Economic Upswing Creates a Window of Opportunity” (https://blogs.imf.org/2017/10/10/global-economic-upswing-

creates-a-window-of-opportunity/) 
2
 The Economist (October 7, 2017), “Asset prices are high across the board. Is it time to worry?” (https://www.economist.com/news/leaders/21730019-ultra-loose-

monetary-policy-coming-end-it-best-tread-carefully-asset-prices-are ) 

https://blogs.imf.org/2017/10/10/global-economic-upswing-creates-a-window-of-opportunity/
https://blogs.imf.org/2017/10/10/global-economic-upswing-creates-a-window-of-opportunity/
https://www.economist.com/news/leaders/21730019-ultra-loose-monetary-policy-coming-end-it-best-tread-carefully-asset-prices-are
https://www.economist.com/news/leaders/21730019-ultra-loose-monetary-policy-coming-end-it-best-tread-carefully-asset-prices-are
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 Geopolitical/political risk: which may be a synonym for “there is nothing else more pressing to be worried about”, 

could be the most important thing to watch – in any case, as former Deutsche Bundesbank president Axel Weber put it, 

markets have a hard time pricing what comes to be similar to Knightian uncertainty. 

Looking at the changes in the IMF forecasts with respect to last April, it is interesting to see how a marginal change in the 

projections (at least when aggregated at the world level) is behind a significantly change in mood and asset prices (see Figure 1 

below). Either the fund is being overcautious or the ongoing wave of optimism may have to find more solid ground in the near 

feature.  

Figure 1. Projection Revisions in the 2017 IMF World Economic Outlook Reports 

  2017 GDP growth (%) 2018 GDP growth (%) 

  April October April  October 

World 3.5 3.6 3.6 3.7 

Advanced Economies 2.0 2.2 2.0 2.0 

USA 2.3 2.2 2.5 2.3 

Euro Area 1.7 2.1 1.6 1.9 

Emerging Markets and Developing Economies 4.5 4.6 4.8 4.9 

China 6.6 6.8 6.2 6.5 

India 7.2 6.7 7.7 7.4 

Latin America and the Caribbean 1.1 1.2 2.0 1.9 

Brazil 0.2 0.7 1.7 1.5 
 
Sources: IMF World Economic Outlook, April 2017 and October 2017. 

 

Emerging markets: more resilience? 

In a very insightful speech3, Fed Governor Jerome H. Powell noted that economic vulnerability in emerging market economies 

(EMEs) improved significantly since the 1990s, but has been rising since 2008, mostly due to rising levels of corporate debt – in 

his view, leading to moderate risks, which “bear close watching”. However, in a shorter time horizon, fundamentals in those 

countries seem to have improved, partially justifying higher valuations (as mentioned in several panels we attended).  

The table below shows how several economic vulnerability indicators evolved for the so-called “Fragile Five”, a group of five 

emerging market economies whose asset prices endured a lot of stress during the “taper tantrum” of the summer of 2013. Some 

variables indeed look better across the board: current account deficits tightened in all countries by 2.6 points of GDP, on 

average; and inflation strongly decelerated in all countries except Turkey. However, growth prospects did not improve much 

(even less excluding the strong acceleration in India), and all countries except (again) India continued to pile up debt. 

Government accounts have deteriorated strongly in Brazil, moderately in South Africa, and improved in the remaining 

countries. Despite this mixed record, CDS spreads for those countries either tightened or did not change much, demonstrating 

some degree of complacency from investors (or more weight being attributed to the external accounts, which does not seem off 

the mark, in our view). All in all, Powell seems to be correct: leverage still needs to be monitored, much of the EMEs’ prospects 

will depend on the market reaction to the evolution of monetary conditions in developed countries, and vulnerability varies 

significantly across countries. The “Fragile Five” may have become a smaller or less fragile group, but some fractures can still 

be easily spotted.  

  

                                                 
3 Jerome H. Powell (October 12, 2017), “Prospects for Emerging Market Economies in a Normalizing Global Economy” 

(https://www.federalreserve.gov/newsevents/speech/powell20171012a.htm) 

https://www.federalreserve.gov/newsevents/speech/powell20171012a.htm
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Figure 2. The “Fragile Five”, Four Years Later (selected economic and market indicators) 

  Brazil India Indonesia 

  3Q13 Latest* 3Q13 Latest* 3Q13 Latest* 

CPI inflation (past 12 months, %) 6.1 2.5 9.5 3.4 8.4 3.7 

GDP growth (%, current year, IMF estimates) 2.5 0.8 3.8 6.7 5.3 5.2 

GDP growth (%, following year, IMF estimates) 2.5 1.5 5.1 7.3 5.5 5.3 

Current account balance (% of GDP) -3.4 -0.8 -3.9 -1.4 -3.2 -1.7 

5-year CDS (bps) 171 181 299 72 286 99 

Total debt (% of GDP) 161 179 136 132 67 75 

Households 25 22 9 11 17 17 

Non-financial corporates 45 42 53 48 21 23 

Financial corporates 34 36 7 6 5 8 

Government 58 79 67 68 24 28 

Budget balance (% of GDP) -3.1 -8.0 -5.1 -3.5 -3.2 -2.6 

S&P Global credit rating** BBB BB BBB- BBB- BB+ BBB- 

  South Africa Turkey F5 Average 

  3Q13 Latest* 3Q13 Latest* 3Q13 Latest* 

CPI inflation (past 12 months, %) 6.4 4.8 9.2 11.2 7.9 5.1 

GDP growth (%, current year, IMF estimates) 2.0 0.7 3.8 5.1 3.5 3.7 

GDP growth (%, following year, IMF estimates) 2.9 1.1 3.5 3.5 3.9 3.7 

Current account balance (% of GDP) -7.0 -2.9 -6.8 -4.5 -4.9 -2.3 

5-year CDS (bps) 194 171 208 178 232 140 

Total debt (% of GDP) 137 151 169 193 134 146 

Households 39 35 20 19 22 21 

Non-financial corporates 31 38 51 68 40 44 

Financial corporates 22 24 66 82 27 31 

Government 45 55 32 25 45 51 

Budget balance (% of GDP) -4.8 -3.2 -2.2 -2.0 -3.7 -3.9 

S&P Global credit rating** BBB BB+ BB+ BB   
 

 
*Latest monthly readings for inflation, current account balance and budget balance; GDP estimates from the October 2017 World Economic Outlook; latest market prices for 
CDS; debt stock data from 1Q17. 
Sources: The Economist, IMF World Economic Outlook databases, Bloomberg, IIF Global Debt Monitor.  

Brazil: cautious optimism, redux 

The resumption of economic growth prospects in Brazil and Argentina was among the most important (and celebrated) news of 

the meetings. However, in its Regional Economic Outlook, the IMF highlighted that Brazil’s expected GDP growth in 2018 was 

revised downwards by 0.2 pp due to weakness in investment and increased political and policy uncertainty4, adding that reforms 

to ensure fiscal sustainability could raise growth to 2% in the medium term. Our estimates are significantly more sanguine: we 

recently revised our 2018 GDP growth estimate to 3.2% (see our report Coming – The Lowest Interest Rates Ever?, from 

October 10), relying on the lagged effects of a strong monetary policy easing cycle and on the sustainability of the Selic rate at 

historically low levels. 

As we mentioned above, Brazil’s public sector leverage is still a relevant concern, and the fiscal consolidation plan is still to 

appear in hard data. Finance Minister Henrique Meirelles is confident that the pension reform can be voted in the Lower House 

still this month, but, in our view, the ongoing procedures with respect to the criminal charges presented against the President 

may continue to clog the Congress’s pipeline for the rest of October. Meirelles believes that Brazil’s potential GDP growth is 

                                                 
4
 IMF (October 13, 2017), “Latin America and the Caribbean: Stuck in Low Gear” (http://www.imf.org/en/Publications/REO/WH/Issues/2017/10/11/wreo1017) 

http://www.imf.org/en/Publications/REO/WH/Issues/2017/10/11/wreo1017


 

 
 
 

4 
 

around 2.3%, but it is feasible to reach 4% over the next few years if the reform agenda is successful. The Ministry of Finance 

forecasts GDP growth at 2.5% in 2018, but in an optimistic scenario, growth could accelerate to 3%. 

From a long-term perspective, one interesting discussion during the meetings was about the impact of technological changes in 

global manufacturing. Paul Krugman noted that technology and trade are becoming substitutes, as transportation of goods 

ceased to improve faster than technologies in the production of goods – hence expectations that the secular outsourcing trend 

could start to be reversed, with comparative advantages in industry moving back to rich countries with large consumer markets. 

If this scenario materializes, countries that do not rely much on manufacturing exports and have a strong weight of domestic 

demand on GDP could outperform – and Brazil checks both criteria, as illustrated in the charts below.  

 

Figure 3. Household consumption in selected emerging 
economies, % of GDP (2015) 

Figure 4. Manufactured exports in selected emerging 
economies, % of GDP (2015) 

 
 

Source: The World Bank. 
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