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Gone With The Spring

22 August 2013 A Commentary On Ongoing Emerging Market Turbulence
Key Data Event: Emerging economies’ equity markets and currencies fell across the board,
with India and Indonesia the hardest hit. On August 19" 20 major emerging market
U.S. currencies slid across the board. Of these, India’s situation was the worst, with the
% 12 13 Rupee falling 2.4% to 63.2, marking a new historical low for the currency. In the past
GDP 17 20 two years, the Indian rupee has fallen nearly 30%. Outsiders began to fear that the
i L 21 glide of the rupee will cause a relapse into the serious Indian crisis of 1991. Another
Unemployment 8.1 7.5 . . . . . . . . .
Current Account Asian country with a worrying situation is Indonesia, which saw its stock market fall
IGDP 2o 2.6 sharply by over 4% on Monday, as well as its rupiah fall to a 4-year low.
Fiscal balance
/GDP 6.7 5.8  Comment:
gg“g irr?ct,zx (7);;‘? 2'62_8 1. Why have emerging economies lost their appeal? From an external perspective,
Eurozone in the year to date, Brazil, India, South Africa, Turkey, Indonesia, and other
% 12 13E emerging economies have continuously experienced financial shocks tied to
SFE,)IP 'g:g '(1):2 speculation over the U.S. tapering its QE. From an internal perspective, some
Unemployment 11.4 12.3 emerging markets saw deteriorating fundamentals; current account and fiscal
/%“gg”t gecel 1.28 1.54 deficits, stagflation (economic growth slowdown, inflation acceleration),
Fiscal balance o Py economic policy failures, deterioration of investment climate, a stall of the reform
{fﬁ)ﬁ:y ate 0.75 05 process, intensifying social discontent, and increasing political stability are key
EUR/USD 132 1.20 reasons for the recent capital outflows. In a context of the global economic cycle
Japan shifting toward the U.S.-led developed economies, slowing demand in China,
% 12 13E and capital outflows, risk-adjusted returns for emerging economies are
gglp -0.262 0.10'1 diminishing.
83§2’,§1“,§y£2§3;t = - 2. Wil the Asian financial crisis repeat itself? Too early for such panic. Primary
/GDP 10 09 reasons: First, the emerging economies’ ability to mitigate risk has improved
;:(';SDCSI balance 99  -10.0 significantly since the 1997-98 financial crisis (foreign exchange reserves have
Policy rate 0.0 0.0 increased significantly; international and regional monetary cooperation has
Suci'?é‘;':fmoomberg’ CSA?éS(HK) <0 further strengthened the protection of regional financial stabilty; a more flexible
exchange rate system). Second, the fundamentals in these economies are more
robust than they were in 1997-98, including a relatively low foreign debt, and a
Dr. Cliff ZHAO, CFA controllable debt situation. Third, the countries in the region have more
852'_31896126 ) differentiation than in 1997-98, with China, South Korea, Hong Kong, Singapore,
PO E T AL L the Philippines, and several other economies in relatively stable economic
. conditions. Fourth, the historical experience shows that the timing for emerging
Qing LI, CFA economies’ financial crises is not at the early stages of the U.S. raising interest
852-31896142 rates, but in the late stages of interest rate hiking or even after.
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3. How far are the emerging markets from a so-called Minsky moment? Short term
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performance is likely to be affected from time to time rather than in one major
impact, and the direct impact on China and Hong Kong should be limited and
fleeting. In the long term, the Fed entering a monetary policy tightening cycle is
only a matter of time, not leaving the emerging economies much time for the
heavy tasks of restructuring their economies and mitigating systemic financial
risk. The recent capital outflows and market volatility are only previews of what is
to come; if emerging markets are unable to plan ahead and set up preventative
measures, the next major financial crisis for the emerging economies may be just
a matter of time.
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