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Following a bonanza year in 2017, this year looks like becoming a year of losses for emerging financial markets.
Since the beginning of the year these countries’ currencies have depreciated on average by close to 13%, their
stock exchanges have fallen by 10% and their risk premiums have increased by nearly 100 basis points. Following
the renewal of tensions in August, the big question is: Are we on the verge of a crisis in emerging markets?
To answer this question, we need to step back and see the picture in perspective. On the one hand, it is important
to stress that, unlike previous episodes, the appearance of tensions should have been no great surprise, since the
process of monetary normalisation, which is in full swing in the US, with other central banks gradually following suit,
was announced in advance and marks an inflection point for markets in general and emerging markets in
particular, since they clear benefited from the abundant liquidity and cheap financing.
That said, the exact timing of this inflection point was as usual unpredictable. The trigger for the first upset in the
emerging markets, in the spring, was the surprising appreciation of the dollar which, combined with the uptick in US
interest rates, led to a change of sentiment: appetite for emerging markets gave way to increased risk aversion,
investors adjusted their exposure to these countries and in the end there was a correction in asset prices,
especially currencies. Given that the basic concern is ability to service their (external) debt, the impact has not
been uniform across the board: on the contrary, there has been clear differentiation. Thus countries such as
Argentina and Turkey, considered more vulnerable in view of their large external financing requirements, are
suffering very abrupt adjustments, whereas the bulk of emerging markets are experiencing orderly price
adjustments — we might even say necessary adjustments, given for example the risk premiums and bearing in mind
that we were starting out from a situation of complacency in the markets.
In August there was a second wave of turbulence, with similar characteristics to those of the springtime bout in that
the epicentre was once again in these two countries. But with some differentiating features. Firstly, the extreme
nature of the tensions, which in both cases reached their highest points since the international financial crisis, and
the fact that risk premiums soared well above the equilibrium levels (reflecting market over-reaction). Secondly, we
are starting to see some contagion, possibly fuelled by factors of a technical nature. And thirdly, the turbulent spell,
while not extreme, is showing signs of being persistent, which will have an effect on activity and may also feed
back into negative expectations.
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It is not easy to know how this episode will end, but there are reasons to think it may have some way to go yet. We
are expecting new rate hikes from the Federal Reserve, the next one at the end of this month, and there are bound
to be more. The uncertainty about trade policy does not seem likely to clear up any time soon. This is a very
significant aspect for China, because it may be a destabilising factor, now that the authorities have succeeded in
halting the depreciation of the currency and capital flight. And we are also watching closely to see how systemic
economies such as Brazil develop with the upcoming elections in October.
Although they have increase, tensions for the emerging markets as a whole are currently less than they were in the
crisis episodes originating in China in mid-2015 and early 2016. High frequency data of investors’ re-routing of
funds do not point to a sudden stop in flows to emerging markets. And for the majority of countries in the region the
increase in the risk premium remains contained and in line with their fundamentals. But the bout of turbulence has
not ended, and the expectations channel is crucial. We shall remain on the alert.
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DISCLAIMER
This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.
Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.
The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.
BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.
Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.
In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.
The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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