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NO COLLECTIVE “EMERGING MARKET CRASH” 

For the emerging markets, 2014 has got off to a pretty dramatic start. Numerous 
emerging market currencies are under hefty selling pressure. Concern about a marked 
slowdown in the Chinese economy and the steep slide in the Argentine peso against the 
US dollar were the triggers behind the current flight from emerging market currencies. In 
fact the problems currently dogging Argentina are anything but surprising. They are the 
almost inevitable upshot of years of economic policy mismanagement that, among other 
things, has spawned high inflation, a badly overvalued currency and a massive erosion of 
currency reserves. 

In our view the current ructions are not portents of a sustained slowdown in growth in 
the emerging markets as a whole. Differentiation is needed, and that is what the 
financial markets are currently doing. The scale of the depreciation varies widely from 
country to country. The currencies of the Eastern European emerging markets are 
relatively stable. For some time now the Polish zloty, for instance, has been broadly stable 
against the euro thanks to the country’s robust economic constitution. Since the 
beginning of 2014 it has slipped 2.3%. The Hungarian forint, which in the past has always 
reacted sharply to changes in capital market sentiment given its macroeconomic 
problems, has lost close to 5% against the single currency. On the one hand, the overall 
fairly moderate exchange rate reactions are linked to the stabilization of the economy 
and the reduction of imbalances in the eurozone. That improves the growth outlook for 
the Eastern European countries. On the other, most Central and Eastern European 
countries have made progress taming their own imbalances. In both the Czech Republic 
and the Slovak Republic, for instance, the government deficit has fallen substantially in 
recent years. In Poland and the Czech Republic the current account deficit has been 
falling fast, Hungary has been registering surpluses for three years now. The Russian 
ruble has fared worse than most currencies of the Eastern European EU countries, 
tumbling by more than 4½% against the euro since the beginning of the year. The reasons 
are mainly home-made: poor investment climate, capital outflows, shrinking current 
account surpluses.  

A look at Latin America also reveals wide regional differences. The Argentine peso has 
plummeted by almost 20% against the US dollar since the beginning of 2014. In Brazil the 
losses amount to slightly more than 2% on the heels of the hefty depreciation already 
seen last year. Capital is also heading for the exit in Mexico and Chile. Among other 
things, the reliance on commodities is casting a pall. If, as some evidently fear, Chinese 
economic growth turns out to be weaker than expected, commodity prices and exports 
are likely to fall, undermining growth in the Latin American countries. But with global 
industrial production indicators climbing since the second half of 2013, pointing 
especially to improvements in the industrial countries, grim forecasts for global 
commodity markets seem misplaced. 

Asian currency losses have so far been limited. With a loss of close to 3% since the start of 
the year, the South Korean won has seen the largest slide, following a longer upward 
trend. The Indian and Indonesian currencies have been fairly stable this year, but both 
had already fallen steeply in the course of last year. Up to the end of 2013 the Indian 
rupee lost no less than an accumulated 11%, plagued by a chronic current account deficit 
and stubbornly high inflation along with a sharp slowdown in growth. The only currency 
to have risen slightly against the US dollar since the beginning of the year is precisely 
that of the country currently under the spotlight, namely China. Given the enormous 
challenges the country faces (catchwords: overhaul of Chinese growth model, lending 
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and real estate bubbles), this is remarkable. In all likelihood, the Chinese government 
will introduce restrictive monetary policy and regulatory measures in order to curb debt 
momentum. This is bound to have a detrimental impact on economic growth, but in our 
view is the only way to get growth back on a sound footing. 

Turkey is one of the countries with enormous growth potential but also major 
imbalances. The Turkish lira is under massive selling pressure, at the peak sliding more 
than 7% against the euro since the beginning of the year and by 24% since mid-May 2013. 
However, the vulnerability of Turkey in the event of an abrupt shift from risk on to risk off 
on the financial markets was foreseeable. Yawning current account deficits for years, 
funded mainly by short-term capital inflows, the difficult domestic political situation 
and the somewhat unorthodox monetary policy in the past have all served to undermine 
investor confidence in recent months. In the short term we believe the necessary 
adjustment processes will weigh on economic growth in Turkey, as evidenced by last 
week’s interest rate hike. But this does not alter our fundamentally positive assessment 
of the country’s medium and long-term growth potential. 

The financial markets are evidently punishing the currencies of those countries which, 
due to macroeconomic imbalances or the domestic political situation, are susceptible to 
external shocks of any kind. Some players fear that the spiral of depreciation, higher 
inflation and higher interest rates could broaden out into a full-scale confidence and 
economic crisis. Of course, the further withdrawal of capital cannot be ruled out. But 
neither is it correct that investors act only pro-cyclically. Confidence-building economic 
policy measures in the affected countries could quickly encourage anti-cyclically minded 
investors to clamber on board at what are now much more favorable prices.  

Even if, given the complex mutual ties, the more stable emerging markets do not manage 
to fully escape the depreciation pressure, talk of a collective “emerging market problem” 
is misplaced. However, these countries also face economic policy challenges. Broadly 
speaking, devaluations can help boost competitiveness and reduce external deficits. But 
in the short term they can exacerbate economic problems and prompt higher wage 
demands, rising inflationary pressure and extra costs for foreign debt. Monetary policy 
has to perform a balancing act. In order to counter a devaluation-fueled rise in domestic 
inflation, the respective central bank actually needs to jack up key interest rates – but 
without throttling the economy while about it. This is all the more likely to succeed, the 
more aggressively macroeconomic imbalances and growth obstacles are tackled via 
domestic reforms.   

Conclusion 

After years of expansionary monetary policy by the Fed, bemoaned by many emerging 
markets, the task now is to adapt to a return to normal. This transition will not run 
smoothly everywhere. This should be feasible without major dislocations in countries 
without grave macroeconomic imbalances. This group includes the big economies 
Mexico, Brazil – which finances the bulk of its current account deficit via foreign direct 
investment – and South Korea along with, to a slightly lesser extent, Indonesia. China, 
with its still largely shielded capital market and only very limited currency convertibility, 
need not fear major disruptions from international market exposure. Among the smaller 
economies, most Central and Eastern European countries as well as the smaller Asian 
emerging markets such as the Philippines can be deemed robust. Given their 
unbalanced macroeconomic picture, India and especially Argentina face considerable 
adjustment problems. We think Turkey is headed for an awkward transitional phase. Not 
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least against the backdrop of demographic trends, we are still very upbeat about the 
country’s medium and long-term growth outlook. In the short term, however, reducing 
private sector debt and the external deficit is likely to drag the economy down. 
Forecasting exactly how the adjustment processes will unfold is rendered more difficult 
by the fact that in some countries, such as Thailand and the Ukraine for instance, and 
not least in Turkey, the political situation is currently anything but stable and 
predictable.  
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. Around 78 
million private and corporate customers rely on Allianz's knowledge, global reach, capital strength and solidity to 
help them make the most of financial opportunities and to avoid and safeguard themselves against risks.  
In 2012, around 144,000 employees in over 70 countries achieved total revenue of 106.4 billion euros and an 
operating profit of 9.3 billion euros (restated on January 1, 2013 due to a change in accounting standard and 
presentation). Benefits for our customers reached 89.2 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on 
customer demand for crisis-proof financial solutions for an aging society and the challenges of climate change. 
Transparency and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those 
expressed or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events) (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and 
morbidity levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit 
defaults, (vii) interest rate levels, (viii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (ix) 
changes in laws and regulations, including tax regulations, (x) the impact of acquisitions, including related 
integration issues, and reorganization measures, and (xi) general competitive factors, in each case on a local, 
regional, national and/or global basis. Many of these factors may be more likely to occur, or more pronounced, as 
a result of terrorist activities and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, 
save for any information required to be disclosed by law. 


