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Figure I-26. Economic growth prospects
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to terminate its asset purchase at the end of 2018, slightly 
beyond the ECB’s existing commitment to purchase 
assets until September 2018. We do not anticipate rate 
increases until at least 2019, and possibly not until the 
next decade, given the ECB’s commitment to keep rates 
on hold until well past the end of its quantitative easing.

In the United Kingdom, given Brexit uncertainty, the policy 
outlook for the Bank of England over the coming years  
is challenging. The U.K. recovery has continued since the 
2016 Brexit referendum, with unemployment falling to a 
42-year low although estimates of trend productivity growth 
have been revised down, partly because of the weakness 
of the supply side since the financial crisis and, looking 
forward, because of the likely shock to productive potential 
caused by Brexit. And headline inflation has been pushed 
well above target by the sharp fall in the sterling following 
the EU referendum. For these reasons, the Bank of England 
has now removed the emergency rate hike made in the 
summer of 2016 and signalled that rates may need to rise 
further, albeit gradually.

Emerging markets: A varied outlook

Growth in emerging markets in aggregate is expected  
to be 4.9% in 2018, in line with a lower structural trend 
post-GFC. We maintain that emerging markets are unlikely 
to go back to the pre-recession levels of economic growth. 

However, the emerging-market grouping hides vast 
heterogeneity across regions and countries (see  
Figure I-26). In Latin America, growth will continue 
improving in 2018, but it will remain below potential 
trend levels for the region over the medium term. 
Forecasts for emerging Asia remain robust, with  
an average growth rate of 6.2% for 2018–2022. 

The main risks for emerging markets are externally based; 
the most notable are the impact of a slowing China on 
world commodity markets and a potential faster pace  
of monetary policy normalisation in the United States and 
other developed economies. In particular, central banks  
in emerging markets will be alert to any news coming out 
of the U.S. Federal Reserve, which could create disruptions 
in foreign exchange and domestic financial markets. 
Corporate leverage also posses a key risk, since it has 
increased continuously since the GFC, with high levels  
of debt issuance in hard currencies (U.S. dollars or 
euros). Sudden movement of the U.S. dollar could 
severely damage the balance sheets of local corporations.


