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Outlook for the emerging countries in 2013: relatively clear skies  
and agreeable temperatures

The economic-financial conditions look favourable in 2013 for the group of emerging countries, unlike the 
unpleasant atmosphere forecast for the United States, the paralysing cold of Japan and persistent storms in the 
euro area. Should this actually come about, it will continue the pattern these countries have already been following 
for more than a decade: fast economic growth, stable financial conditions and high yields on financial assets. 
Logically, this group of countries is notably heterogeneous and some problematic cases do exist, but the outlook is 
positive on the whole.

The convulsive phase of the 1990s is well behind them, with its stream of contagious crises: the collapse of the 
Mexican peso in 1997; the speculative attack on the Thai baht in 1998, sending strong shockwaves throughout 
Asia; the devaluation and default of Russia’s government, also in 1998; Brazil’s real taking a dive in 1999 and, to 
top it all, the devaluation, strict bank restrictions and default of Argentina in 2001. Since this last date, the 
economies and capital markets of the emerging countries have experienced a boom that has only been interrupted, 
temporarily, by the crisis after the Lehman Brothers crash. An examination of the factors leading to this situation 
helps to throw some light on the prospects for 2013. For explanatory purposes, it’s useful to group these into two 
categories: internal factors and external factors, which interact in a complex way although, in general, they 
mutually reinforce each other.

Internal factors refer to developments in the economic, social and political fundamentals of the emerging countries 
per se, while external factors relate to developments in economic, monetary and financial conditions and the 
investment climate of developed countries and, by extension, the world. Particularly important among these 
external factors are «global liquidity» and «global risk aversion». From the point of view of capital flows towards 
emerging markets, internal variables are often classified as pull factors whereas external factors are often classed 
as push factors. 

The improvement of fundamentals in the emerging countries is already a well-established process that will 
continue over the coming years. The most relevant signs of this are high GDP growth, the greater relative weight 
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of domestic demand, a more equal distribution of income, greater social cohesion and more stable political 
frameworks. 2013 looks like confirming these trends, successfully concluding the tough test set by the western 
financial crisis starting in 2007 and its subsequent Great Recession. The emerging countries have managed to sail 
these rough seas through a combination of agility and firmness, establishing a good basis for the coming year. On 
the one hand, cycle management policies have been successful, both in handling monetary and fiscal instruments 
and also in macroprudential terms (regulation of the financial system, capital controls, etc.). Emerging countries 
responded to the tremendous negative shock in 2008-2009 with highly expansionary policies, forceful enough to 
vigorously reactivate their growth in 2010-2011. The signs of overheating that soon became evident led to a careful 
application of restrictive measures in order to ensure a soft landing. And this is what has actually happened in 
2012, while the seeds were being sown for further reactivation via more expansionary policies, this time more 
moderate but longer term and still with an additional wide margin. Crucial countries such as China and Brazil are 
already starting to see evidence of their economies speeding up. On the other hand, most emerging countries have 
steadily strengthened their economic systems, spreading structural reforms, liberalizing markets and keeping a 
close eye on the solidity of financial institutions as well as the sustainability of public accounts, etc. Within this 
context, the emerging countries as a whole could easily achieve growth in GDP next year of around 5.5%, one 
percentage point higher than the average for the last four decades.

For their part, the push factors are looking equally favourable for the emerging markets. As is common knowledge, 
the central banks of developed countries have responded to the crisis with ultra-expansionary monetary policies. 
Official interest rates in the United States, Europe and Japan have effectively been at zero for some time now and 
will remain there, not only during 2013 but for longer, bringing down the yields on monetary assets. Moreover, the 
various quantitative easing programmes instigated by central banks have brought internal yields on sovereign 
bonds and other investment grade assets down to exceptionally low levels, encouraging international investors to 
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look for more profitable alternatives (search for yield). The expansion in the monetary base has been huge and, 
although the broadest aggregates (e.g. M3) have grown moderately, the conditions of global liquidity are and 
certainly will continue to be lenient throughout 2013. Traditionally, the emerging markets have benefitted greatly 
from such situations and this time shouldn’t be any exception.

Closely linked to liquidity, the appetite for risk will also boost the emerging markets. In fact, a far-reaching 
transformation has taken place in this area over the last two years that backs up this prediction. For decades, 
they had exhibited highly procyclical behaviour: a sharp rise in capital inflows and rapid revaluations whenever 
the global appetite for risk increases, subsequently disappearing when this falls. The last three years, in which 
we have seen keen emotional fluctuations in international markets (related to the euro area crisis and other 
sources of tension), have highlighted an improvement in investors’ perceived risk for emerging assets as a 
whole. In part due to their own merit, given the aforementioned advances in terms of fundamentals, but also 
because of the global phenomenon of a dearth of safe assets, resulting from the tough crises affecting the 
mortgage-backed securities, bank and sovereign assets of many advanced countries. The result is that emerging 
assets have moved up several positions in the international safety and quality rankings, now occupying 
comfortable positions that make them less vulnerable to the recurring mood swings of investors, who should 
now start to contain themselves anyway.

However, within this scenario of high growth, better perceived quality and abundant liquidity, we should not 
lose sight of the inevitable threats. The biggest hazard would be another severe external shock such as that of 
2008, the most likely candidate being the tribulations in the euro area. The impact of this could be significant but 
it probably won’t happen. These two terms are reversed when we talk about the possibility of a weak country in 
the emerging group stumbling. Countries such as Argentina, Vietnam and Hungary are among the most 
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vulnerable but they are not of the calibre to cause a systemic crisis in this new era where the means of contagion 
have been largely blocked. Another risk is a sustained rise in commodity prices, particularly foods, which might 
destabilize the macroeconomic balance and social peace. The list could go on but it would not sully the good 
prospects for the emerging countries in terms of 2013.




