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Strong 
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Slowdown 

Emerging market (EM) economies experienced many economic 
and financial crises in the 1994-2002 period 

 

Strong growth in EM in the last decade (2003-2012) due to 
structural factors and cyclical ones 

 



Reversal of DM vs EM Growth Fortunes 

 
 Emerging market financial crises 1994-2002:  

– Mexico (1994), East Asia (1997-98), Russia (1998), Brazil 
(1999), Turkey and Argentina (2001), Uruguay and Brazil 
(2002) 

 Strong growth in EM in the last decade (2003-2012) 

 Domestic factors: 

    - Sounder monetary and fiscal policy and stronger balance 
sheets after the EM crises of the 1990s 

– Macro structural reforms (trade liberalization, openness to 
FDI, privatizations) 

 External factors: 

– China strong lasting growth (10% growth) 

– Commodity  price rise (partly because of China) 

– Easy monetary policies in DM.  Zero rates and liquidity 
searching for yield after 2009 







       

In 2012-15: Sharp slowdown of growth in EM and financial 
pressures on EM markets, signs of stronger growth in DM (US, 
UK, less so in EZ and Japan)  





Why slowdown of growth in the EMs? 
 

EXTERNAL  FACTORS  

 
 China is slowing and shifting to a more domestic demand-led 

model 
 

 The commodity super-cycle is over. Lower commodity prices 
are driving changes in the winners and losers among Ems 
 

 The Fed will exit 0% rates even though gradually and US 
bond yields are going to increase 
 

DOMESTIC FACTORS 
 
 Some excess in monetary and fiscal policy as liquidity was 

abundant, interest rates too low and credit excesses 
 

Micro reforms that increase competition and productivity did not 
occur  







QE DELIVERED A FLOW OF MONEY AFTER THE CRISIS 

 

 Western central banks have created QE money since 2008. 
 

 By some estimates, $7tn of QE dollars have flowed into 
emerging markets since the Fed began buying bonds  

 

 “Carry trade”: borrowing in currencies where interest rates 
are low and investing the proceeds where they are high. 

 

 This works while exchange rates are favourable — but can 
go wrong when they change. 

 

 Capital outflows weaken the local currency, pushing up 
foreign borrowing costs and tightening local lending 
conditions.  

 

 But the problem now is much deeper and much more 
general than a currency mismatch.  









OVERALL FINANCIAL EXPOSURE HAS GREATLY 
INCREASED 

 

 The leveraging of QE money has resulted in piles of debt 
around the emerging world that are very hard to 
measure or even to detect 

 What is clear is that debt has risen to alarming levels 

 Major concern is the heavily indebted companies and the 
banks exposed to them, as they fall into a vicious circle 
of low profitability, higher non-performing loans and 
tighter credit conditions. 

  “It is often only after things go wrong that  the size and 
destructive power of hidden debts become apparent” 
(Carmen Reinhart) 

 The process is not over yet: as the Fed pulls back, the 
ECB and BoJ are still in QE mode. 

 







Will EM experience a severe crisis? 

 Will financial pressures intensify to the 
point of a crisis in some EM? 
 

 Which EM are most at risk? 
 

 What policy options are available for these 
EM at risk? 
 

 What impact on DM? 
 

 



Compared to the past EM  

have some positive factors: 

  

– Flexible exchange rates rather than fixed ones 
that could collapse 

 

– More forex reserves to avoid liquidity runs on 
banks, currencies and governments 

 

– Lower private/public/external deficits and 
debts: less solvency risk 

 

– Better regulated banks and financial systems 



 

But some EM have weaker fundamentals 

 

 Some EM have weaker macro, financial and policy 
fundamentals  

 

 Weaker ones include countries with large current 
account deficits, large fiscal deficits, falling growth, 
commodity exporters, rising inflation, socio-political 
protest 

 

 Weaker group includes the Fragile Five: India, 
Indonesia, Brazil, Turkey, South Africa 

 

 Other fragile EM include Russia, Argentina, 
Venezuela, Malaysia, Ukraine 



Medium term optimism for EM in spite of 

short run pressures 

 Medium term positive trends (per capita income growth) in EM 

 

 A larger share of global GDP and growth in EM  

 

given by: 

– Demographic dividend (high population growth) 

– Micro generation reforms to boost competition and 
productivity 

– Ability to absorb existing and new technologies developed in 
DM 

– Technological innovation in some EM (China, India, etc) 

– Urbanization and Industrialization 

– Rise of middle classes and consumer society 

 





GDP  Projections EXPORT  Projections 

Is the developed world heading for a recession similar to the 
one that followed the Asian financial crisis of the late 1990s? 





Concluding remarks 
 

 Growth in emerging markets have been unsustainably high 
in last decade, and will come down by a couple of points 
 

 Financial pressures intensify in the short run to the point of 
a crisis in some EM 
 

 EM have some fundamental macro and structural problems 
that will take time to resolve. So DM and EM may decouple  
 

 Convergence will continue in medium term, but not as 
rapidly, and in large part because of low growth in 
advanced economies 
 

 As domestic rather than global trends drive growth, 
significant heterogeneity in long-term performance across 
developing countries is likely 



The End  
 

 

Thanks for your attention! 


