
Emerging Markets. The MSCI emerging market (EM) index is down more than 20% 
since its January high, meaning it’s in a bear market territory. The question is will 
there be a contagion or is it happening now? 
  
Turkey and Argentina are the weakest links across EM this year. Investors have cut 
equities and bond positions in these countries. Turkey saw $1.9bn in funds outflow 
year-to-date ending August. As a result, both currencies have depreciated by 41% 
and 51%, respectively year-to-date. 

Strong Dollar. Key concerns were the the rise in the US dollar, reflected in the dollar 
index rise since April and year-to-date by 3.2%. 

A strong dollar could exacerbated troubles in several emerging economies, where 
the amount of dollar-denominated debt has more than doubled to $3.7tn over the 
past decade, according to the Bank for International Settlements. 

Tighter Global Liquidity. Second, the end of quantitative easing globally, with 
the US Fed more aggressive than central banks in Europe and Japan, is mak-
ing the cost of credit higher and global liquidity tighter. It will increase the 
debt servicing burdens of EM countries. See debt levels in Fig. 2 and Table 2.  

Trade War. There’s a U.S. proposal for tariffs on an extra $267 billion of Chinese 
imports, on top of the $200bn that’s being threatened and the $50bn already im-
plemented. 

Twin Deficits. EM country deficits are large which is another concern. As of the end 
of June, Indonesia has a current account deficit equivalent to 2.4 percent of gross 
domestic product (GDP) while as of end-March, India and the Philippines hit a cur-
rent account deficit equivalent to 1.9 percent and 0.6 percent of GDP, respectively. 

Meanwhile, Indonesia had a budget deficit of 2.9 percent of GDP in 2017 while India 
and the Philippines had a budget deficit equivalent to 3.3 percent and 2.3 percent of 
GDP, respectively, in the first half of 2018. 

Depreciation. Currencies have to depreciate under the weight of these imbalances 
if savings are not enough to fund investments and taxes are short of government 
spending. See currency depreciation in Fig.3.1. The worst performing currency is 
the rupiah, -9.6; followed by Australian Dollar, -9.0% and the Philippine peso, -8.0% 
vs. the USD year-to-date. 

Policy Response. In reaction, central banks tightened monetary policy. Indonesia 
raised its policy rate by a total of 1.25% since May, suggesting another rate hike may 
be coming, possibly before the next scheduled policy decision on Sept. 27. India and 
Philippine central bank did a 100 bps hike in its benchmark. 

More Negative News Flow from EM. 

South Africa. South Africa’s rand was the worst-performing EM currency as second-
quarter growth data showed the nation unexpectedly fell into its first recession for 
almost a decade; the economy shrank an annualized 0.7 percent last quarter.

Turkey. Consumer prices rose 17.9 percent over the past year, the state statistics of-
fice said Monday. Turkish Lira slumped 40% year-to-date which threatens its economy 
further given its large external debts and guarantees to private sector debts.

Argentina. Argentina’s currency troubles led the government to approach the IMF 
and secure a $50 billion loan, with an initial $15 billion tranche of that handed over 
in June, in large part to prop up the peso. In a desperate bid to steady turbulent 
waters, Argentina’s Central Bank hiked interest rates to a world-high 60 percent until 
at least the end of the year. But with inflation expected to reach 40 percent for 2018.

BUY on dips. We reiterate that the Philippines fundamentals remain strong. GDP 
growth of 6% is above the 4% mean of   BBB rated countries. Fiscal position is sound 
based on low national gov’t debt to GDP of 43%, lower than ASEAN peer average, 
and only 21% of that is external debt.  Equity market catalysts include appropriate 
policy and legislative responses to rising inflation expectations:  (1) BSP rate hike 
of 50 bps this month; (2) rice tariffication and easing of food imports procedures. 
These raise hopes for subsiding inflation in the fourth quarter.  Seasonally strong 
fourth quarter OFW remittances plus receding inflation put the peso on a more 
stable footing. Reforms are also moving, Trabaho bill in third reading by Congress.  
Next year is an election year, pointing to strong GDP growth and likely recovery of 
corporate earnings.p
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Figure 1: EM getting hammered: Turkey, Brazil, Argentina 
and China all in bear-market territory
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Figure 2: Government debt as % of GDP
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Table 1: Economic Statistics

Country GDP 
Growth %

Inflation rate Unemployment 
rate, %, latestlatest 2018*

Turkey  5.2 17.9 13.3 9.7

India  8.2 4.2 4.6 6.4

Indonesia  5.3 3.2 3.6 5.1

Philippines  6.0 6.4 5.0 5.4

S. Africa  0.3 5.1 4.8 27.2

Source: Haver Analytics, Bloomberg



Table 2: Deficits and Surplus

Current Account Balance Budget balance
% of GDP 2018* 10-Yr rate, latest

External Debt

Country latest 12 mos, $bn % of GDP, 2018* Total $bn % of GDP

Turkey -57.4 -6.1 -2.8 19.0 466.7 53%

India -49.5 -2.4 -3.6 8.0 529.7 20%

Indonesia -24.2 -2.5 -2.6 8.5 358.7 34%

Philippines -1.9 -1.3 -2.8 6.7 73.2 23%

S. Africa -12.2 -3.3 -3.6 9.1 183.2 46%

Source: Haver Analytics, Bloomberg

Figure 3.1: Foreign Exchange Figure 3.2: Dollar Spot Index
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