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Emerging Markets
In the eye of the storm

• Large economies are heading into a recession at a time when most emerging economies 
have yet to fully recover from the pandemic-related economic shock.

• Tighter financial conditions imply higher financing costs for emerging economies, while a 
stronger US dollar increases the relative burden from USD-denominated debt.

• Several EM economies have already lost access to financial markets and more are likely 
to follow. More than ten countries have resorted to the IMF this year, seeking support for 
their balance of payments crises.

• We take a special focus on Latin America, where economic performance this year has 
been better than expected, many central banks resorted to pre-emptive tightening and a 
new leftist wave has swept across the continent.
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In the context of tightening global financial conditions, a stagnat-
ing world economy and a stronger US dollar, we think emerging 
economies will struggle to catch up, especially those that were 
already lagging behind in the global post-pandemic recovery 
story. While headline inflation has peaked in low-income econ-
omies, where food and energy comprise a larger share in the 
consumption basket, it continues to rise in middle-income econ-
omies. Overall, the exceptionally wide differential in headline in-
flation rates between middle-income and high-income countries 
underlines how lower-income economies are disproportionately 
affected by the ongoing cost of living crisis.

Tighter financial conditions affect EM economies through three 
channels: 1) financing costs rise following higher credit risk 
premia, 2) a stronger US dollar increases the relative burden 
from USD-denominated debt, and 3) access to funding deterio-
rates as foreign investors prefer low-risk assets that now yield 
positive nominal returns. In this context, EM economies with 
substantial external vulnerabilities such as high debt, budget 
and current account deficits and limited foreign reserves, face 
the highest risk of acute balance of payments or FX crises. 
Trade exposures, reliance on specific trading partners such as 
China or significant reliance on imported fuels add to FX vulner-
abilities. Local central banks also play a key role, as too loose 
monetary policies imply negative real rates that tend to trigger 
capital outflows. 

Since the onset of Russia’s war of aggression against Ukraine, 
at least 13 countries have resorted to the IMF and have 
received, or are set to receive, support for their balance of pay-
ments crises. According to the World Bank, nine emerging mar-
ket (EM) economies are in acute debt distress and almost 30 
countries face high risk of such. With a few exceptions, these 
are Sub-Saharan economies. Yet, fiscal space is also very limit-
ed in G20 emerging economies, such as Brazil, India and South 
Africa, where budget deficits and debt levels remain elevated 
after the pandemic. Excluding the very low-income economies, 
the most exposed EM economies in our view currently include 
Turkey, Poland, India, Pakistan and Egypt1. In contrast, most 
Latin American countries, as well as Malaysia, Indonesia and 
Vietnam, despite each having some vulnerabilities, rank among 
the least exposed.

In the longer term, some EM economies are set to benefit from 
businesses and investors diversifying away from their exposure 
to China. The reshuffling of supply chains is likely to benefit 
economies with sufficient supply of affordable yet skilled labour 
and economies that foster an enabling business environment 
with limited political (and sanction) risk. In our view, some 
economies particularly in Eastern Europe and in Southeast Asia 
pose significant potential for alternative production locations.

 

1 excluding small economies, such as Sri Lanka. Note, the analysis has been conducted 
to a selected group of Danske Bank’s core emerging markets.
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Source:World Bank Global Economic Monitor, Macrobond Financial, Danske Bank

Source: IMF Fiscal Monitor, Macrobond Financial, Danske Bank

Headline inf lation has peaked in low-income countries 
but continues to rise elsewhere  

G2O emerging economies have very limited fiscal space 
to compensate for citizens amidst the cost of living crisis

Source: Macrobond Financial, Danske Bank calculations

Higher score implies greater vulnerability to external 
conditions



The Latin American region is infamous for its chronic sov-
ereign debt problems and striking inequality. With the ex-
ception of Mexico, who has managed to climb up in global 
value chains, most Latin American economies continue to 
depend on commodity exports, which makes their econom-
ic performance volatile. Commodity reliance also implies 
heavy exposure to China, whose manufacturing industry 
is the driving force for global raw material demand. Hence, 
when looking for a model example of a country running 
sound economic policies, one would tend to look anywhere 
but Latin America.

Despite the factors mentioned above and thanks to high 
commodity prices, Latin America has outperformed this 
year. In the four largest economies (Brazil, Mexico, Argenti-
na and Colombia), GDP growth has exceeded expectations. 
The Brazilian real, despite the political risk associated with 
the recent presidential election, is the best year-to-date 
performer in the EM FX space. Then comes the Mexican 
peso, which by mid-November had gained 5% against the 
US dollar. These currencies’ remarkable resilience amidst 
the broad USD strength underlines the importance and the 
success of the pre-emptive monetary policy tightening con-
ducted by local central banks, which started hiking rates 
well before the Fed. Brazil hiked already in March 2021; 
Mexico, Colombia and Chile all followed in the second half 

of 2021. Unlike Western economies, these economies 
now run close-to-neutral or positive real rates and in Brazil 
core inflation seems to have peaked.

Does the ‘lesson learning’ extend to politics? A fresh ‘pink 
tide’ has swept across the region, as left-of-centre candi-
dates have been elected in Mexico, Argentina, Peru and 
Chile in recent years. This year brought the first-ever leftist 
leader in Colombia, while Brazil, under the leadership of 
Lula, is now the latest to turn left. The ‘new Left’, largely, 
is striving to distance itself from the ‘old Left’ and the likes 
of Cuba and Nicaragua. Climate and social justice are at 
the core of their agenda. Many Latin American economies 
supply raw materials that are crucial for the global green 
transition and electrification of societies, such as metals 
and critical minerals. In Brazil and Colombia, and broadly 
across the region, the share of renewables in electricity 
production is already high (above 60%). Hence, in a region, 
where decades of efforts to reduce poverty and inequality 
have been watered down by incompetent policies and 
corrupted politicians, more inclusive economic policies 
may now resonate with foreign investors more than ever. 
That is as long as fiscal discipline remains. Talk is cheap, 
and implementation is the hard part. The new Left shows 
promise, but is yet to prove they are any better and more 
capable than their predecessors.

Is Latin America getting it right for once?
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report accurately reflect the research analyst’s personal view 
about the financial instruments and issuers covered by the 
research report. Each responsible research analyst further cer-
tifies that no part of the compensation of the research analyst 
was, is or will be, directly or indirectly, related to the specific 
recommendations expressed in the research report.

Regulation
Authorised and regulated by the Danish Financial Services 
Authority (Finanstilsynet). Deemed authorised by the Pruden-
tial Regulation Authority. Subject to regulation by the Financial 
Conduct Authority and limited regulation by the Prudential 
Regulation Authority. Details of the Temporary Permissions 
Regime, which allows EEA-based firms to operate in the UK for 
a limited period while seeking full authorisation, are available 
on the Financial Conduct Authority’s website.
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Conflicts of interest
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of interest and to ensure the provision of high-quality research 
based on research objectivity and independence. These pro-
cedures are documented in Danske Bank’s research policies. 
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been instructed that any request that might impair the objectiv-
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Research Departments are organised independently from, and 
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neration linked to specific corporate finance or debt capital 
transactions.
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Expected updates
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Disclaimer related to distribution in the United States

Disclaimer related to distribution in the United Kingdom

This research report was created by Danske Bank A/S and 
is distributed in the United States by Danske Markets Inc., a 
U.S. registered broker-dealer and subsidiary of Danske Bank 
A/S, pursuant to SEC Rule 15a-6 and related interpretations 
issued by the U.S. Securities and Exchange Commission. The 
research report is intended for distribution in the United States 
solely to ‘U.S. institutional investors’ as defined in SEC Rule 
15a-6. Danske Markets Inc. accepts responsibility for this 
research report in connection with distribution in the United 
States solely to ‘U.S. institutional investors’.

Danske Bank A/S is not subject to U.S. rules with regard to 
the preparation of research reports and the independence of 
research analysts. In addition, the research analysts of Danske 

In the United Kingdom, this document is for distribution only to 
(I) persons who have professional experience in matters relat-
ing to investments falling within article 19(5) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 
2005 (the ‘Order’); (II) high net worth entities falling within 
article 49(2)(a) to (d) of the Order; or (III) persons who are an 

Bank A/S who have prepared this research report are not 
registered or qualified as research analysts with the New York 
Stock Exchange or Financial Industry Regulatory Authority but 
satisfy the applicable requirements of a non-U.S. jurisdiction.
Any U.S. investor recipient of this research report who wishes 
to purchase or sell any Relevant Financial Instrument may do 
so only by contacting Danske Markets Inc. directly and should 
be aware that investing in non-U.S. financial instruments may 
entail certain risks. Financial instruments of non-U.S. issuers 
may not be registered with the U.S. Securities and Exchange 
Commission and may not be subject to the reporting and au-
diting standards of the U.S. Securities and Exchange Commis-
sion.

elective professional client or a per se professional client under 
Chapter 3 of the FCA Conduct of Business Sourcebook (all 
such persons together being referred to as ‘Relevant Persons’). 
In the United Kingdom, this document is directed only at Rele-
vant Persons, and other persons should not act or rely on this 
document or any of its contents.

General disclaimer

This research has been prepared by Danske Bank A/S. It is 
provided for informational purposes only and should not be 
considered investment, legal or tax advice. It does not con-
stitute or form part of, and shall under no circumstances be 
considered as, an offer to sell or a solicitation of an offer to pur-
chase or sell any relevant financial instruments (i.e. financial 
instruments mentioned herein or other financial instruments of 
any issuer mentioned herein and/or options, warrants, rights 
or other interests with respect to any such financial instru-
ments) (‘Relevant Financial Instruments’).

This research report has been prepared independently and 
solely on the basis of publicly available information that Danske 
Bank A/S considers to be reliable but Danske Bank A/S has 
not independently verified the contents hereof. While reason-
able care has been taken to ensure that its contents are not 
untrue or misleading, no representation or warranty, express or 
implied, is made as to, and no reliance should be placed on, the 
fairness, accuracy, completeness or reasonableness of the in-
formation, opinions and projections contained in this research 

report and Danske Bank A/S, its affiliates and subsidiaries 
accept no liability whatsoever for any direct or consequential 
loss, including without limitation any loss of profits, arising from 
reliance on this research report.

The opinions expressed herein are the opinions of the research 
analysts and reflect their opinion as of the date hereof. These 
opinions are subject to change and Danske Bank A/S does not 
undertake to notify any recipient of this research report of any 
such change nor of any other changes related to the informa-
tion provided in this research report.

This research report is not intended for, and may not be redis-
tributed to, retail customers in the United Kingdom (see sep-
arate disclaimer below) and retail customers in the European 
Economic Area as defined by Directive 2014/65/EU.
This research report is protected by copyright and is intended 
solely for the designated addressee. It may not be reproduced 
or distributed, in whole or in part, by any recipient for any pur-
pose without Danske Bank A/S’s prior written consent.
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Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at 
persons in member states of the European Economic Area 
(‘EEA’) who are ‘Qualified Investors’ within the meaning of 
Article 2(e) of the Prospectus Regulation (Regulation (EU) 
2017/1129) (‘Qualified Investors’). Any person in the EEA 
who receives this document will be deemed to have represent-
ed and agreed that it is a Qualified Investor. Any such recipient 
will also be deemed to have represented and agreed that it 

has not received this document on behalf of persons in the 
EEA other than Qualified Investors or persons in the UK and 
member states (where equivalent legislation exists) for whom 
the investor has authority to make decisions on a wholly dis-
cretionary basis. Danske Bank A/S will rely on the truth and ac-
curacy of the foregoing representations and agreements. Any 
person in the EEA who is not a Qualified Investor should not act 
or rely on this document or any of its contents.
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