1H20

PEERING BEYOND
THE
PANDEMIC’S PRECIPICE
Assessing COVID-19’s Impact on
Emerging Markets

About Us
SMU Emerging Markets
SMU Emerging Markets (SEM) is a student initiative that aims to be a global and interactive
business collaboration centre for research on emerging markets. Brought together by our strong
interest in the emerging markets, the founders of SEM share a common goal of propagating the
importance of emerging markets to the SMU student population. We recognize the importance
of equipping SMU students with a keen acumen for issues pertaining to emerging markets.
In doing so, the club also wishes to further propel students who already have a keen interest in
emerging markets and to distil their knowledge through close partnerships with internationally
recognized industry partners. Through our research, events and study missions, we aim to
create a thriving environment and platform for students to cultivate knowledge beyond that
gained through textbooks. SEM is passionate about discovering new opportunities and growth
trends in emerging regions. In line with our goals, the club is made up of 7 research desks
representing the following key emerging regions: Sub-Saharan Africa (SSA), Central and East
Asia (CEA), India, Latin America, Middle East and North Africa, Commonwealth of Independent
States, and South-East Asia.

Prepared by
Alex Koh

Amy Nguyen

alex.koh.2018@business.smu.edu.sg

Phnguyen.2019@business.smu.edu.sg

Christine Ng

Long Xin Yi

christineng.2019@business.smu.edu.sg

xinyi.long.2018@economics.smu.edu.sg

Lucas Tang

Mark Yeo

lucastang.2018@accountancy.smu.edu.sg

Mark.yeo.2019@business.smu.edu.sg

Meghna Kansal

Timothy Lee

meghnak.2018@economics.smu.edu.sg

Timothy.lee.2018@accountancy.smu.edu.sg

https://smuem.com

Copyright © 2020 SMU Emerging Markets
All rights reserved. This report may not be reproduced or redistributed, in whole or in part, without the written consent of SMU Emerging Markets. SMU
Emerging Markets accepts no liability whatsoever for the actions of third parties in this respect.
The information and opinions in this report were prepared by SMU Emerging Markets. While we have taken all reasonable care to use reliable, up-todate and comprehensive information and analysis to ensure that the information in this publication is not untrue or misleading at the time of publication,
we cannot guarantee its accuracy or completeness. You should not act on it without first independently verifying its contents. SMU Emerging Markets
disclaims any responsibility to update the information or conclusions in this report. SMU Emerging Markets accepts no liability for any loss arising from
any action taken or refrained from as a result of information contained in this report or any reports or sources of information referred to herein, or for
any consequential, special or similar damages even if advised of the possibility of such damages. The report may not be sold without the written
consent of SMU Emerging Markets. SMU Emerging Markets is under no duty to update this publication.

2

•

INTRODUCTION

Introduction

“

It was the best of times, it was the worst of times, it was the age of
wisdom, it was the age of foolishness, it was the epoch of belief, it
was the epoch of incredulity…

”

Tale of Two Cities, Charles Dickens

•

Coined as a black swan event, COVID-19 has proven itself to be indiscriminate in its transboundary spread. The multi-faceted crisis has left nations scurrying to fight fires on every
front and has exposed the weaknesses of the less prepared. COVID-19 has presented us
with an immutable dilemma: Can the narrative of unceasing economic growth be one that
is sustainable? Rapid urbanisation and globalisation have catalysed much of the spread of
Is there an extra space between “the” and “less”
COVID-19, and our penchant for consumption and growth has done us no favours to stem
the tide. Conversely, thanks to various advancements in technology such as artificial
intelligence, we are now more prepared than ever to combat such viral pandemics.

•

In this report titled ‘Peering Beyond
theclosing
Pandemic
Precipice,
weafter
aim precipice
to examine how
Missing
inverted
comma
emerging markets (EMs) are affected by the pandemic and how different policy
instruments are being employed to best tackle their idiosyncratic challenges. Beyond
Pandemic
à Pandemic’s
(withgeopolitical
the apostrophe
s)
national boundaries,
we dissect
the interwoven
relationships
of various
regions, and how it may play a crucial role in assembling a coordinated response against
the global pandemic. Finally, we allude to how power dynamics, economic realities and
social norms might change in a world post-COVID-19.

Alignment is slightly offStrain
between
theMany
title and
Uncertain Macro Environment
On
Fronts
sub-title
How will a global economic slowdown
affect emerging markets, and to what
extent?

How are emerging markets coping
on the healthcare and economic front?
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Geopolitical Relationships

Limited Policy Instruments

How will COVID-19 shape global power
dynamics?

What are the policy tools available to
emerging markets?
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1

Uncertain
Macroeconomic
Environment

Global demand tailspin and its
impact on global commodity
prices
The outbreak of COVID-19 has caused a
widespread fall in many commodity prices,
most notably crude oil, as world economic
activity came to a standstill amidst
containment
measures
imposed
by
countries all around the world. This segment
provides a high-level overview on three main
commodities affected by the pandemic:
crude oil, industrial & precious metals, and
agriculture. We also examine what these
shocks spell for specific emerging
economies.

Figure 1A: Historical episodes where oil
demand fell since 1965
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Crude oil – a recovery in sight?

‘Best case’ for Emerging Markets?

An abrupt fall in demand due to travel
restrictions, cessation of manufacturing
activity, and a supply overhang exacerbated
by the Saudi-Russia oil price war caused
crude oil prices to experience an
unprecedented decline in 1Q20, from the
peak of almost $70/bbl in January, to
$20/bbl in April 2020. According to the
World Bank, crude oil demand is expected
to decline 9% YoY in 2020, more than twice
as large as any previous fall, as seen in
Figure 1A.1 Although OPEC+ reached a new
agreement to cut production starting in May
and gradually ease cuts through December
2020, these initiatives alone are unlikely to
help prices return to pre-COVID-19 levels,
given the supply overhang and that oil
demand is set to remain depressed for a
prolonged period. However, oil prices are
gradually
gaining
momentum
as
containment measures in China, Europe,
and the U.S. begun easing in mid-May,
suggesting signs of renewed demand for the
commodity. Nevertheless, the U.S. Energy
Information Agency (EIA) forecasts oil
demand to fall by 9.3Mbbl/d YoY in 2020.2
Furthermore, with the looming possibility of a
second wave of COVID-19 infection to hit
major economies such as South Korea,
China, the U.S., or Europe, we may witness
the reimposition of restrictive measures from
the respective authorities. This will mean that
the current cutback in supply will be
insufficient in balancing a larger slump in
demand, once again taking a drag on the
recovery of global oil prices.

On the basis that restrictions around the
world will begin easing in 2H20, the EIA
expects oil prices to enjoy some form of
reprieve. The agency forecasts Brent crude
prices to be approximately $33 in 2020 and
is set to recover to $45 in 2021. However, a
significant economic recovery is unlikely for
oil export dependent economies, such as
Russia, Middle East and North Africa
(MENA), Venezuela and Mexico in Latin
America (LATAM), as export revenues remain
depressed in the near-term.
Russia: The ruble will continue to experience
depreciating pressure as oil prices remain
low for a prolonged period. Much of its
current account and GDP will be adversely
impacted, since oil and gas accounts for
more than 60% of exports and contributes
30% to its GDP. However, Russia has strong
reserves which may help to absorb this
shock better than other oil exporters. Still,
cutting production and shutting wells for
prolonged periods means long-term capacity
may be permanently stunted.
MENA: Oil export-dependent countries will
suffer a major hit to their GDP. As seen in
Figure 1B, countries like Kuwait, where net oil
exports account for 43% of GDP, will
experience a sharp decline in real income of
about 20% of GDP, if oil prices hypothetically
remain 48% below 2019 levels.3 Since the
outbreak intensified in March 2020, the
associated negative economic narrative has
caused S&P Global to downgrade Kuwait's
long-term sovereign credit rating.4
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Figure 1B: Back-of-the-envelope effect of oil prices on GDP
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Bahrain, Qatar, and Saudi Arabia are also not
equipped with sufficient financial buffers to
cushion the effects of the oil turmoil. Saudi
Arabia, in particular, requires a higher
breakeven price than its gulf neighbours and
Russia (Figure 1C). This increases the
pressure on its accumulated reserves. Whilst
struggling to combat depressed oil prices,
Saudi Arabia’s entanglement in geopolitics
with Russia, Iran, as well as damaged ties
with the U.S. will further contribute to a
deteriorative economic outlook for the
Kingdom.
Latin America: Venezuela faced a triple
shock to its oil industry which accounts for
more than 95% of its export revenues.
Production levels have fallen drastically to a
quarter of that in 2008. Venezuela is
expected to generate only US$8 bn in export
revenues this year, a third of the US$25 bn in
2019. The
general
outlook
remains
pessimistic both in the short- and long-term
as the country struggles with hyperinflation,
embattlement of geopolitics with the U.S.,
and political unrest. As for Mexico, Fitch
estimates low oil prices to cause its GDP
to decline YoY from -5.7% to an estimated 7.1% due to its heavy reliance on oil exports.5
Pemex, Mexico’s national oil company,
realized larger-than-expected losses of
US$23 bn, compared to an estimated $18 bn
loss. Moody’s also downgraded Pemex's
credit rating to junk status, owing to its
indebtedness of almost US$100 bn. As oil
prices remain depressed for a prolonged
period, the once lauded engine of growth for
Mexico may severely impede the country’s
path to recovery.

Precious & industrial metals
Following manufacturing halts in large
economies in the EU, the U.S., and China,
which accounts for half the world’s demand
for metals, we saw a 4.7% YoY fall in the

Iran

Eg ypt

Djibouti

Tunisia Lebanon Jordan

Source: World Bank

Figure 1C: Breakeven price for OPEC+
members to satisfy account requirements
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World Bank’s Metals and Minerals Price
Index in 1Q20. Effects of supply chain
disruptions due to road and port closures
around the world outweighed massive
stimulus packages to prop up demand.
Demand for industrial metals like copper,
lead, nickel, tin, and zinc, all fell by differing
proportions in Q1. This segment will evaluate
the catalysts for their fall in demand and its
economic implications on specific emerging
economies (Figure 1D).
Copper prices fell 4.5% in 1Q20 due to a
manufacturing activity declines in China as it
accounts for half of global copper
consumption. The ripple effect of China’s
slowdown also reduced consumption in
Europe and the U.S., thus further dampening
demand. Chile and Peru will be hit hardest
by this development due to both demand
and supply factors. For demand, both
countries are heavily reliant on copper
exports to China (50% for Chilean copper).
For supply, Chile and Peru have seen
production disrupted by mine closures. Even
7

Tin prices fell 2.6% in 1Q20, quelled by weak
demand from the solder sector for
electronics. The World Bank estimates tin
prices will remain depressed and average
15.9% lower in 2020. With the suspension of
operations by tin producers in Indonesia and
tin miners in Peru, this may cause an adverse
impact on the country’s export revenues
significantly.
Zinc prices declined by 10.9% in 1Q20 due
to a sharp decline in end-use sectors like
property and autos. Supply chain disruptions
have had little effect in raising prices. As
construction and manufacturing levels
remain weak, both China and particularly
Peru will be hit hardest, as their economies
are heavily reliant on the mining sector.
Precious metals, like gold, however, rose in
1Q20, driven by safe-haven buying amid
high levels of uncertainty, significantly low
interest rates, and disruptions to mine
productions in South Africa and South
America. Despite higher gold prices, miners
and smelters in South Africa and South
America have ceased production in
response to containment measures imposed
by their respective governments. This impact
is two-pronged as production cessation not
only impacts revenue, but higher costs may
be incurred as continuous processes such
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Nickel experienced the greatest fall among
all base metals, at 17.3% in 1Q20 as both the
world’s (China) and Europe’s (Italy) largest
consumers went into lockdown. The World
Bank and S&P Global Platts still see huge
downside for nickel, projecting a price
decline of 17.3% in 2020. Producers in the
Philippines and Indonesia will be affected
even if restrictions ease and mines resume
operations, since demand and prices remain
depressed.
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Lead prices declined by 9.4% in 1Q20
owing to stifled demand for automobiles
around the world. Given that China is both
the largest producer and consumer of lead,
the country’s easing of lockdown restrictions
means both demand and supply may
gradually recover, albeit slowly. This may
provide some relief on lead prices and lead
producers in China.

Figure 1D: Top metal ore producers
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As we see a gradual recovery in demand
from ease of restrictions, copper prices will
remain depressed, at 13.5% lower in 2020.

Zinc

Source: British Geological Survey, China National Bureau of Statistics,
Metal Exchange, U.S. Geological Survey, World Bank, World Bureau of
Metal Statistics.

as furnacing must still be carried out and
maintenance procedures must still be
performed. These financial haemorrhages
may also stifle future expansion activities.
Silver and platinum both saw declined
prices in 1Q20, due to their industrial use.
The Mexican and Peruvian mining sector will
be impacted as mines remain shut, while
suppressed demand keep prices low. On the
other hand, supply disruptions in South
African platinum mines have helped to
balance platinum prices amidst a demand
shock. The World Bank estimates that
platinum prices will creep 8.8% higher in
2020. Although some South African mines
have already resumed operations, a
disruptive wave of outbreaks will prove to be
disastrous for the broader South African
mining sector and its economy (7% of GDP).

Agriculture
Compared to changes in crude oil prices,
agricultural commodity prices have been
fairly stable. Figure 1E provides an overview
of agricultural commodity prices changes
from January to April 2020. Prices of natural
rubber
and
cotton
experience
an
unproportionate decline compared to other
agricultural commodities, primarily because
they are raw materials in the manufacturing
sector. Notably, major exporters of natural
rubber like Indonesia, Malaysia, Thailand,
and Vietnam are set to be hit the hardest,
since tire manufacturing facilities, which
accounts for more than two thirds of natural
rubber demand, have halted operations.
8

However, as we begin to see an ease in
lockdown measures in countries like Italy,
Spain, and Germany, natural rubber
producers in Southeast Asia may experience
some reprieve in 2Q20 onwards.
Figure 1E: Commodity price changes
% change, week-to-week
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Rice prices stood 9% higher in 1Q20, due to
an export ban by prominent exporter Vietnam
and dampened production due to poor
weather in countries like Thailand. The World
Bank estimates a moderate decline in global
consumption, with the stocks-to-use ratio
expected to reach a 20-year high.
Nonetheless, food security will prove to be a
concern for low-income countries as food
accounts for a higher percentage of
household costs, compared to other emerging
markets and developed countries.6
The World Bank Grain Price Index is expected
to fall 1.5% in 2020, and recover slightly in
2021. This may be attributed to commitments
by major rice exporters like India, Thailand,
and Vietnam to continue exports as usual. The
Oils and Meals Price Index is expected to
remain broadly stable in 2020, and gain nearly
3% in 2021. However, these estimates will be
contingent factors such as the pace at which
containment measures will be lifted, energy
and fertilizers prices, biofuel demand,
changes to trade and domestic support
policies, and the continued disruption of
supply chains.
Although depressed energy prices translates
into cheaper grains and oilseeds (lower fuel
and fertilizer costs), much of the price hikes in
rice are due to supply chain disruptions and

labour shortages in rice-export giants India,
Thailand, and Vietnam. As of 2019, these
countries assumed the top 3 positions in the
world in terms of rice exports respectively.7
Vietnam has vowed to lift their previously
imposed export ban whilst Thailand has
pledged to continue exporting rice without
restrictions. These factors could jointly work
to prevent an extravagant surge in rice
prices. Naturally, producers will benefit if
they get to sell at higher prices. However, in
light of movement restrictions, producers
have poor access to necessary labour and
distribution channels, and may not reap the
benefits of these price hikes. For example,
grain producers in Northern India rely on
labour from eastern parts of the country. The
lockdown measures imposed by Prime
Minister Modi have reduced manpower
available for farms to operate. Restricted air
cargo have also caused Canadian imports of
Indian vegetables to fall 80%, according to
Reuters.8
Across the Pacific, LATAM countries like
Argentina, Brazil, and Mexico which are
large exporters of staple agricultural
products face similar supply chain
distortions. Argentina, the region’s second
largest agricultural exporter, saw a 6.9% fall
in grain export revenue. This is attributed to
the closure of ports and delay of shipments.

“

The issue today is getting plentiful
supplies to people who need it –
many of whom have lost their
income

”

– Reuters

Interestingly, data and analyses assert that
there is plentiful staple grain supplies today,
compared to the food crises of 2007-2008
and 2010-2012 caused by supply shocks.9
As Reuters aptly puts, “The issue today is
getting plentiful supplies to people who need
it – many of whom have lost their income”.10
In our view, while it is commendable that
major rice exporters are not curbing exports
to hoard supplies, more collaboration is
needed between DMs and EMs to mitigate
supply chain disruptions and to combat the
issue of food security, especially in lowincome countries. Exporting countries must
also take swift and decisive actions to
remedy supply chain disruptions to
effectively reap the gains of price spikes.
9
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Fronts
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I. Healthcare
Inadequacy of healthcare
infrastructures
EMs' healthcare systems are poorly
positioned to tackle COVID-19 given lower
healthcare resources per capita than DMs
(Figure 2A). Referencing the Global Health
Access and Quality Index, EMs are awarded
a score that is on average 21 points lower
than the 84.4 in DMs.11 An OECD study found
that South Korea has 12.3 hospital beds
available for every 1000 citizens. In contrast,
India only has 0.5 beds available for the
same number of citizens – a worrying ratio for
a country with a population size of 1.3 bn.12
Figure 2A: Average hospital beds and
health personnel per ‘000 population
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Healthcare Expenditure: Limited funding in
EMs will see finances drawn from other
healthcare activities rather than sourced
elsewhere.13 As such, the overall pace of
progress towards universal healthcare will be
slowed as funds intended for capital
investment, such as building of new
hospitals, are redirected towards tackling the
outbreak instead. Healthcare spending
forecasts for DMs also far exceed that of
EMs, owing to their more stable fiscal
position, prompting the use of more
healthcare measures and purchase of
specialist equipment.
Urbanisation
and
Demography:
Demographic factors such as a relatively
younger population may have kept the
number of hospitalisations lower. EMs also
tend to have lower levels of urbanisation with
the population spread less densely across
the country.

In this respect, lower density in rural areas
may help keep transmission rates low.
However, rural areas are also confronted by
weak healthcare infrastructure and restrictive
access to healthcare services. The urbanised
areas within EMs are also more densely
populated than their developed counterparts,
proving to be hotbeds for transmission.
Limited
Testing
Capacities:
Testing,
diagnosing, and containing the virus require
significant institutional coordination and
healthcare access. Given the significant
delays in terms of testing and diagnosing
across the large populations of EMs, some
countries could eventually experience large
and difficult-to-manage outbreaks. Some of
these countries include India, Indonesia,
Brazil and South Africa.

Disruptions in medical supply
chains
With lockdown measures increasing in EMs
as the contagion accelerates, all levels of the
supply chain from production to trade will be
exposed to high levels of risk. Implementation
of medical protectionism measures, as seen
in Russia to safeguard domestic medical
security, and export restrictions in key
suppliers could also significantly disrupt the
global medicine and equipment supply,
impacting
medicine
prices.
Medical
manufacturing is likely to be one of the
sectors more noticeably impacted by COVID19 over an extended period. The pandemic
has highlighted vulnerabilities in the medical
manufacturing supply chain in various
countries, most notably in the U.S.14 In the
longer term, governments should source for
more key pharmaceutical ingredients locally
as opposed to the current heavy reliance on
China and India. Growing political tensions
among major developed economies could
encourage governments to offer incentives for
firms to re-shore some medical equipment
manufacturing.15 The COVID-19 pandemic is
unlikely to prompt a long re-routing of supply
chains but will exacerbate pushback against
globalisation and heighten already-mounting
pressure on companies and governments to
prioritise.
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II. Economy
Liquidity and debt crisis

Economic challenges diverge

Greater borrowing needs: Fiscal deficits
across EMs will widen as governments
announce large spending packages.16 Tax
revenue will contract as unemployment rises,
putting more pressure on fiscal balances.
Some central banks in EMs such as
Indonesia and the Philippines have resorted
to debt monetization where bonds are
purchased directly from government.17 The
following sections aims to address several
monetary responses adopted by EMs and
their accompanying risks.

Lower energy prices will benefit economies
in North Asia, along with India. Conversely,
commodity exporters in Latin America will be
more exposed especially for oil producers
with weaker current account balances and
maturing debt repayments. Across EMs,
public financing needs are large. Borrowing
risks are highest in Mexico and South Africa
which rely heavily on bond sales to foreign
investors (Figure 2C,) whose risk appetite are
waning. This is in comparison to Brazil and
India which have more stable local investor
bases – central bank, local banks and
international finance institutions which will be
more willing to maintain and increase
exposure to sovereign than foreigners. FX
debt may also serve as a source of pressure
on Colombia and Indonesia.20

Figure 2B: Depreciation against the dollar
since Jan 1, 2020
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Debt crisis: Debt obligations become
problematic in EMs when they are
denominated in foreign currencies such as
USD. Currently, many EM currencies face
depreciating pressure against the dollar
(Figure 2B), raising the cost of debt. This is
further exacerbated by an excessive buildup of public and private debt in EMs,
according to the IMF.19 As the dollar
appreciates, imports invoiced in the dollar
will also become more expensive for EM
countries. Despite monetary easing, bond
yields across EMs rose particularly in
countries with weaker fundamentals.

Figure 2C: Public debt by holder (% of total)

M

Liquidity crisis: With unemployment rising
and remittances reduced, debt defaults by
corporations and households have resulted
in a decline in bank assets. Solvency risks
renders bank’s extension of new loans
difficult while expanding fiscal deficits raises
the likelihood of sovereign defaults. Despite
quantitative easing measures by Bank of
Indonesia raising rupiah-denominated 10year sovereign bond real yield to 5%, many
foreign investors still chose to sit on sidelines. 18

Source: Haver, IIF

Mitigative measures
As low-income countries are seeing a pickup
in infection rates, funding needs have risen
due to significant capital outflows and sharp
drops in commodities prices. Several
countries such as Iran and Venezuela have
sought financial assistance from the IMF. The
IMF provides low levels of borrowing which
are
easily
accessible
but
requires
contentious policy conditionality which
makes funding politically difficult to obtain.
Funding is also ultimately contingent on the
IMF’s own lending capacities. The U.S. Fed’s
liquidity swap lines are accessible to several
large and established EM economies, such
as Brazil and Mexico, to facilitate short-term
dollar lending and lessen the strain on global
U.S. dollar funding markets.
12
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Policy
Instruments

13

Economies around the globe are struggling
to flatten the ’human suffering’ curve,
recession curve, and bankruptcies curve with
policy instruments such as health and social
protection, monetary policy, fiscal policy, and
financial and regulatory policies. However,
tools available to DMs to fight recessions and
stimulate economic recovery are less
effective and carry more risks in many EMs.
Overall, this limits EMs’ arsenal to fight the
crisis on all fronts.

Lockdown
measures
adverse effects on EMs

have

Across EMs, a large share of the labour force
is employed in small firms that comprise of
low-skilled jobs. This increases the direct
costs of social distancing because the share
of jobs that can be performed remotely are
much smaller compared to those in
developed economies, as seen in Figure 3A.
EMs have a large population of informal
workers who earn lower wages and are thus
deprived of a social safety net.
Figure 3A: Share of jobs that can be done
at home
60%

Portfolio outflows
Risk aversion and global uncertainty caused
by the pandemic have pushed investors to
move a significant amount of capital away
from emerging market assets to safe havens
such as the U.S. Treasury Bonds. In fact, the
Institute of International Finance estimated
that EM securities suffered around US$83.3
bn in outflows in March while EM debt
outflows stood at US$31 bn – the secondlargest monthly outflow on record.22
Extended shocks to investor sentiment could
result in heightened refinancing risk,
especially for low-rated issuers. In this
respect, some of the more liquid EMs such
as Argentina, Chile, Turkey, and South Africa
seem to have the most exposure. The speed
and magnitude of portfolio outflows signal a
challenge for governments and corporates of
EMs to issue debt to finance their transitory
fall in income. Three countries stood out from
an assessment conducted by Teneo
Intelligence as high risk: Nigeria, South
Africa, and Turkey – all countries with limited
financial firepower and the latter two having
relatively high hospitality exposure.23

Sovereign borrowing not
feasible
EMs face greater challenges with reversals
in capital flows as global risk appetite
wanes, depreciating domestic currencies
and limited fiscal space to provide support.
The primary budget balance as a
percentage of GDP is significantly lower in
EMs as compared to DMs (Figure 3B).24
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The global lockdown has also greatly
diminished budget revenues for EMs –
especially those that are heavily reliant on
affected sectors such as tourism and
remittances. Tourism contributes to 12% of
Thailand’s GDP and 34% of Jamaica’s, while
remittances account for 20% of El Salvador’s
GDP and 10% for the Philippines.21

2.5
As % of global GDP

0

2
1.5
1
0.5
0
-0.5
2016

2017

2018

2019

2020

Emerging markets excluding China
China
Developed markets
Source: UBS (2020 figures based on policy announcements)

14

Governments with fiscal space use the
credibility of future ability to tax as a policy
instrument to stimulate lending. However,
across EMs, it is difficult to credibly rely on
future tax revenues to pay for fiscal
expansions. More than 100 of the IMF’s 189
member countries have sought some form of
financial aid. The IMF has a reported
capacity to mobilise US$1 trn worth of funds
to help emerging economies (approximately
4% of GDP of low income countries), but
EMs need more fiscal help than that.
Even with relief from IMF loans, they will still
need to be paid back eventually and are
unlikely to be enough to offset the fickle
global capital flows. Additionally, with the
prolonged economic slump, it is unlikely that
IMF will allow EMs to simply spend their way
out.

Swap lines not a fix for EMs
Countries outside of the U.S. are now
struggling with the dominance of the dollar
as the international settlement currency,
where 40% of imports being denominated in
USD. According to the Bank for International
Settlements,
foreign
greenback
debt
amounts to US$12 tn. The Federal Reserve
will hence be providing dollars to other
major central banks through swap lines
(loans against foreign currency collateral) –
which have however bypassed central
banks in some major EMs such as Turkey,
Nigeria, Indonesia, and South Africa despite
heavy dollar-based financing needs (Figure
3C) and falling hard-currency export
revenues due to the drop in commodity
prices.25 The swap lines are benefitting
countries with strong economic policies,
track record and investor base – countries
which do not really need help. The Fed has
also announced a new repo facility to allow
foreign central banks and monetary
authorities to swap Treasury securities they
hold for cash, reducing the need for central
banks to sell Treasury securities outright and
into illiquid markets. However, EMs such as
Turkey, South Africa, Indonesia, and
Argentina have limited U.S. Treasuries.26 It is
worthy to note that there are still stresses in
dollar funding markets despite the spate of
swap lines. Gold prices dropped 9% in midMarch, the worst weekly performance since

1983 as investors raise cash by selling the
most liquid assets.27
Figure 3C: Dollar-denominated loan and
bond repayments owed in 2020 (in bn)
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Desperate measures
Emerging market central banks (CBs) have
started to engage in debt monetization.
Indonesian authorities have allowed Bank
Indonesia to buy sovereign bonds in the
primary market, to stabilize turbulent financial
markets while also providing support for
bigger fiscal deficits. Debt monetisation,
which is simply printing money, is often the
last resort for many countries to acquire
money given that it quickly erodes market
confidence in their currencies and credibility.
This is unlike quantitative easing which still
involves transactions between CBs and the
financial system which has already bought
debts from the government.
However, given that nearly exhausted rate
cuts are inadequate in resolving credit,
liquidity and demand seizure risks, the
transition to unconventional policy is arguably
necessary but requires careful adaptions
across EMs with varied economic predispositions and currency exposures.28
Bringing Indonesia into focus, foreign
investors that own 30% of government debt
have stayed on the side-lines due to the
rupiah’s volatility which makes the cost of
hedging more than domestic bond yield.29
Yet with Indonesia needing more funds now
than ever, the use of debt monetization as a
policy tool becomes even more precarious
given capital outflows and the pile of debt in
state-owned
enterprises
(SOEs)
that
President Joko Widodo has built up since
taking office. The ratio of net debt to EBITDA
at Indonesian SOEs is expected to be 4.5x5.5x, in contrast to 1.6x in 2014 (President
Widodo’s first year in office).30
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Solidarity to strife

China – Both friend and foe

On 16 January 2020, we witnessed the
signing of the Phase I deal between the U.S.
and China. Although the deal did not fully
remove some $360 bn worth of tariffs
imposed by the U.S. on China, it signalled a
momentous step in quelling tensions
between the two superpowers, largely
welcomed by Wall Street. Four days later,
China confirmed the first case of human-tohuman transmission of COVID-19. Since
then, as of mid-May 2020, the virus has
spread to more than 4 million people across
180 countries, and caused more than
300,000 deaths. Over the past five months,
we have seen a spate of geopolitical
disputes, rhetoric, fiery exchanges, and
distrust between many countries, from the
U.S. and China, to Saudi Arabia and Russia,
and China with Southeast Asian states. In this
segment, we will analyse several geopolitical
disputes that may shape a post-COVID-19
world in terms of power dynamics.

In what is dubbed as mask diplomacy, China
has been steadfast in providing healthcare
and medical aid and equipment to countries
in all corners around the globe. Its agenda?
First, to reduce anti-Chinese animosities, and
second, to leverage on the pandemic to gain
political recognition and support as a global
power, said experts and critics. Yet, several
countries have alleged that some of these
medical equipment sent from China were
defective. Besides once again accentuating
China’s notoriety for producing substandard
products, this may have perhaps reinforced
China’s aid as an ingenuine spectacle, only
with the end-goal of leveraging the
pandemic to increase its global influence.
Apart from the outflow of medical equipment,
there has been a intensifying spate of
tensions in the South China Sea (SCS),
where Southeast Asian countries like
Vietnam, Brunei, Malaysia, the Philippines,
and China all claim ownership of the energyrich corridor. Many, like former Filipino
Foreign Secretary Albert del Rosario, have
accused China of exploiting the new
pandemic to advance its “illegal claims” in
the SCS.32

Oil price war – a misjudgement
As we begin to see Saudi Arabia and Russia
enjoy the signs of oil recovery, it surely is not
a bed of roses for the former.31 That is
because Riyadh’s temporary decision to
open the floodgates and swell the oil market
– causing oil prices to nosedive – was seen
as a betrayal by one of its most important
and longstanding ally, the U.S.. Although
both sides have publicly reaffirmed bilateral
ties, the Trump administration has reportedly
removed key military assets from Saudi
Arabia, citing Iran’s weakened strategic
position in the region as the reason. Whether
or not this was a tit-for-tat display by the U.S.,
Saudi Arabia’s economic and political
standing is very much reliant on the backing
of the U.S. – Riyadh needs the Americangrade defence systems to protect its oil
assets and fend off any acts of hostility by
rival Iran. Any further deterioration of ties with
the U.S. will see the Kingdom’s economic
and political position compromised to a great
extent.

As for the U.S. – commonly perceived as the
leader on the global stage – has been
relatively quiet in extending aid to in-need
countries, as they struggle to battle the virus
back at home. Despite this, there have been
deliberate attempts by the U.S. to bring
tensions with China to new highs, such as
the recent tightening controls about Huawei,
and threats to cut bilateral ties entirely.
In light of these heightened tensions
between the two global powers, one cannot
help but ask, what is the post-COVID-19
world going to be like?

Post-COVID-19 power dynamics

“

The pandemic is therefore likely to
accelerate the rebalancing of global
economic power from the West to the
East in coming years.
- The Economist Intelligence Unit

”
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Undoubtedly, we will see witness a shift in
power dynamics from the West to the East.33
However, it is still too soon to gauge how big
this shift will be.
This is likely due two key reasons:
1. China had a head-start in economic
recovery compared to the U.S. and many
of its Western allies
2. China’s large domestic consumer base
can help cushion the economic blow and
accelerate its recovery
These points mean that China is in a better
position to extend its global influence by
providing the necessary aid to other
countries. A faster economic rebound
suggests that other countries will rely on
Chinese consumers for their road to recovery
In a more extreme, perhaps injudicious case,
we may potentially see countries looking
more favourably at the Chinese authoritative
model of governance, having demonstrated
success in curtailing the spread of COVID19. This further undermines the U.S.
influence on the global stage. However,
China’s conquest to be undeniably
recognised as the global leader remains a
tall order both in the short and medium-term.
In a 2019 poll conducted by Pew Research
Centre, a nonpartisan fact tank, most people
in the 33 countries surveyed viewed the U.S.
more favourably than China (Figure 4).34 The
majority in major economies like Japan,
South Korea, and many Western European
countries, who are mostly U.S. allies,
unsurprisingly views the U.S. as more
favourably than China. Some had a stark gap
in perceiving the two global powers, such as
Japan, South Korea, and the Philippines.
Recently, China has also conveyed their
desire to collaborate with other countries to
combat the pandemic, and even pledged
US$2 billion to fund the WHO. Conversely,
the U.S. threatened to cut funding to WHO
entirely – adopting an isolationist approach
compared to China. In our view, while we see
China extending its influence on the global
stage, we believe the U.S. will still retain
much of its influence over its allies. With
continued backing of Western Europe,
Australia, Canada, Japan, and South Korea,
China’s success in alluring African countries

Figure 4: Perception of U.S and China
around the world (%)
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like Angola, Nigeria, Russia, and Turkey, will
unlikely cause a significant change in the
global power contours. The biggest reason of
all is that China has squandered its chance
of showing magnanimity, commiserations,
and support for other countries. Instead of
seizing the opportunity to lead on the global
stage in light of what seems to be an overtly
inward-looking U.S., China seems to have
adopted a hawkish stance, entangling itself
further in rhetoric scrimmages with France,
Taiwan, Hong Kong, Southeast Asian
nations, and the U.S..
Apart from the hawkish display by the U.S.
and China, another economic giant is
adopting a rather friendly stance towards its
neighbours. India has attempted to revive the
South Asian Association For Regional
Cooperation
(SAARC),
hoping
for
collaboration
and
solidarity
between
countries in the region amidst this trying time.
The last SAARC summit was held in
Kathmandu in 2014. COVID-19 might very
well be the catalyst that brings this
association back to life, which will timely
reassert India’s position in the region while
China’s influence expands.
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Regions in Focus
Emerging markets are increasingly crucial to long-term growth having contributed to 47.8% of
total global economic growth in 2018. 35 In line with our club structure, we highlighted 5 regions
in this report, each with their idiosyncratic weaknesses and strengths, to examine how COVID19 has deepened existing inequalities across different emerging markets. Entrenched structural
problems and weakened external demand are among the many challenges plaguing these
countries. Altogether, we expect new rounds of shocks to the global economy.

Russia

5

People’s
Republic of
China

1

Despite being hit hard by oil
price weakness, Russia boasts
strong
macro-fundamentals
including strong fiscal buffers
and low government debt
among major economies. The
more urgent matter at hand
remains for Russia to alleviate
strain
from
its
weaker
healthcare infrastructure.

The first country to be hit by
the virus and the first to
embark on its road to
recovery. Dubbed a potential
superpower with a strong
influence on global supply
chain, much can be said
about how policy imbalances
and the political blame-game
will play out for China.

Cases: 414,328
Deaths: 4,849

Cases: 84,154
Deaths: 4,638

Brazil

4

As if a dual shock to
commodity prices were not
sufficient of a heavy blow to
export reliant Latin American
countries, Brazil faces an
uphill battle against large
national debt, social unrest,
and healthcare deficiencies –
a conspicuous signal to
stunted
future
growth
trajectories.
Cases: 526,447
Deaths: 29,937

3

India

As number of confirmed cases
and deaths grows steadily, the
successes from the early
lockdown measures proved
only limited and temporary.
The world’s fourth largest
economy and second largest
population faces a gamut of
problems on many fronts.
Cases: 199,343
Deaths: 5,610

Source: Johns Hopkins University & Medicine COVID-19 Dashboard. Retrieved 2 June 2020

2

Vietnam

One of the many success
stories in the region, Vietnam
faces fresh challenges as it
shifts its focus from battling
the virus to restarting its
economy. Trade, domestic
consumption,
and
diversification will be the key
integrands of the economy we
look at to chart the country’s
path to recovery.
Cases: 328
Deaths: 0
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China Faces A
Tough Road To
Recovery Ahead
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Figure 5A: China’s quarterly GDP growth rate and forecast
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China’s GDP grew by 6.1% in 2019, the
slowest since 1990, reflecting a slowdown
amidst the trade war with the U.S.36 Prior to
the pandemic, China had planned to achieve
a 6% growth for 2020, a target crucial to the
ruling Party’s goal of doubling GDP and
incomes in the leading decade to 2020.37
However, amidst the uncertainty over the
global pandemic, China has abandoned the
practice of setting an annual target for
economic growth this year.38 Economists
expect the Chinese economy to contract by
4% in the coming quarter (Figure 5A) while
China’s annual GDP growth is forecasted to
be less than 2% due to the effects of
production shutdowns and a collapse in
global demand.39

Quick recovery despite strain on
healthcare
As of 2 June, China has reported a total of
84,154 cases, 78,314 recoveries, and 4,638
deaths.40 Since reporting the first case in
December 2019, China has witnessed a
rapid outbreak with cases peaking in
February. As locally-transmitted infections fell
due to stringent lockdown and physical
distancing measures, the government has
gradually eased restrictions. Although China
is at the advanced stages of the pandemic
with recovery in sight, risks of a second wave
remain. China has imposed another
lockdown in the Northeast region to contain
the resurgence of infections, a backslide in
its return to normal.41
The
pandemic
has
exposed
the
inadequacies of China’s health infrastructure.
China has 2 doctors per 1,000 inhabitants, far
behind countries such as Germany and Italy

(4.3 and 4 doctors per 1,000 inhabitants).42
Although China’s healthcare system has
improved since the SARS outbreak, some
hospitals are still not equipped to handle a
public health emergency crisis. Reports
filed by the Chinese Centre for Disease
Control and Prevention revealed that the
medical materials reserve system in some
hospitals were not updated. In Guiyang
province, only 5 items were fully stocked, out
of the 11 items that are needed during a
public health crisis.43 The lack of
preparedness in hospitals has hindered the
country’s ability to respond to the escalating
number of cases.
China’s medical response has been crucial
in its fight against the virus. Local authorities
in Wuhan have been quick to build makeshift
hospitals to cope with the rapidly increasing
number of cases, creating an additional
30,000 beds.44 In February, 10% of China’s
critical care medical staff were deployed in
Wuhan to alleviate the growing number of
cases. However, the vast number of cases
have overburdened hospitals, which have
been forced to turned away patients with
other conditions despite the urgent medical
attention required.45 This has prompted
locals to turn to social media to call for help
and assistance.
China’s prompt and coordinated response to
address the shortage of medical resources
coupled with a flexible treatment strategy
have boosted the recovery rate among
severe cases to 89%.46 The authorities’ strict
lockdown and containment measures were
vital to limit community transmission. These
successful measures have become a
reference for the fight against COVID-19.
21

China’s economy shrank by 6.8% in 1Q20, for
the first time since 1992.47 More than 460,000
Chinese firms closed permanently in
February, resulting in roughly 5 million job
losses in the first 2 months of 2020, causing
unemployment to reach a record 6.2%.48
Against the backdrop of uncoordinated work
resumptions and plunging external demand,
a total of 30 million jobs are expected to be
lost this year.49 The fall in income would result
in a reduction of private consumption, which
accounts for almost 40% of China’s GDP.
Figure 5B: Monthly PMI and inflation
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Economic Activity Slump: Manufacturing
PMI fell to a record low of 35.7 in February
while exports plummeted by 17.2% in the first
2 months of the year.50
Although
manufacturing PMI rebounded above 50 in
March and April, suggesting an expansion,
they are not reflective of normalcy. A
recovery in exports in March was also
attributed to delayed productions and
shipments.51 Reduced demand has caused a
drastic drop in inflation from a 5-year high of
5.4% in January to 3.3% in April (Figure 5B),
posing deflationary risks.52 In addition,
China’s producer-price index in March fell by
3.1% YoY. The steep deflation in factory-gate
prices has gravely impacted factories’
profitability, having declined 36.7% YoY in
Q1.53 Although economic activity has picked
up, headwinds from muted external demand
and deteriorating global outlook would stunt
the prospect of a V-shaped recovery in Q2.

SMEs’ Fight for Survival: Small and
medium enterprises (SMEs) are a key pillar
of China’s economy, accounting for 90% of
employment and 80% of exports.54 Reduced
demand have caused 80% of SMEs to incur
losses equal to over 10% of 2019’s operating
income.55 SMEs are struggling financially
with cash runways as 50% of firms are
unable to last beyond 3 months, highlighting
a dire outlook for SME bankruptcies. Due to
limited access to formal credit, SMEs rely on
informal financing through shadow banking
which do not receive government bailouts.56
Small local banks which have weak balance
sheets are unwilling to lend SMEs as it could
increase their NPLs.57 Put together, SMEs
are at risk of bankruptcy which could result
in a ripple effect across the entire economy.
Figure 5C: Fiscal revenue and expenditure
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Slowing Fiscal Revenues: China has
continued to adopt an expansionary fiscal
policy in 2020. However, it is limited by
slowing fiscal revenue growth which has
been worsened by the outbreak. Fiscal
revenue for Q1 2020 fell by 14.3% YoY to
RMB 4.6 tn due to a fall in imports and
exports (Figure 5C).58 Prior to the pandemic,
the weighted average growth of fiscal
revenue was estimated to be about 3.1% for
2020, requiring Beijing to aim for a general
fiscal expenditure reduction of 5% to 10% in
order to meet its fiscal stance. As a result of
slowing fiscal revenues for this year, the
Chinese government is expected to adjust its
fiscal spending on key projects in areas of
poverty alleviation, regional integration and
telecommunications.59
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Pining for a stimulus boost
While its global counterparts have unveiled
trillion-dollar stimulus packages, China has
been slow to announce a huge stimulus.
China’s current financial state poses a
challenge to its ability to roll out a large-scale
stimulus. Hence, China has relied on several
policy instruments to aid households,
businesses and the financial markets.
Fiscal Policy: China has unveiled an
estimated RMB 2.6 tn worth of fiscal
measures, while ramping up healthcare
expenditure, allocating a further RMB 1.44 bn
in funds for public health services and
epidemic
prevention.60
To
alleviate
businesses’ financial burden, the government
has waived social insurance payments and
deferred household tax collection, resulting in
an estimated RMB 500 bn in savings.61
Municipal authorities have issued RMB 19 bn
of consumption vouchers to boost spending.
However, these vouchers are being spent on
necessities and not on big-ticket items, thus
they are insufficient to support the spending
needed to effectively stimulate consumption
and the economy.62

including 5G and blockchain.65 By pursuing
more high-tech projects, the government
seeks to revitalize the economy while
transitioning towards an innovative one.
Monetary Policy: The People’s Bank of
China (PBoC) has provided substantial
monetary support to safeguard market
stability and increase lending to businesses.
The PBoC injected US$174 bn of liquidity via
reverse repo operations to stabilize financial
markets.66 To support bank lending to SMEs,
the central bank has cut reserve
requirements (RR) by 50 to 100 bps, freeing
up an additional RMB 550 bn.67 To target
rural financial institutions, PBoC has further
reduced the RR for smaller banks, releasing
another RMB 400 bn in liquidity. The interest
rate on excess deposits was reduced from
0.72% to 0.35% in April to encourage
lending.68 These policies have led to a surge
in bank lending in March with financial
institutions offering RMB 2.85 tn in new loans,
creating a quick credit expansion, aiding
businesses with their cash flow issues.69
Figure 5E: NPLs of commercial banks
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Local governments and its entities are selling
bonds to finance large scale infrastructure
projects. Within the first 4 months of the year,
Local Government Financing Vehicles
(LGFVs) have raised RMB 1.6 tn, the busiest
start since 2005.63 China has also increased
the issuance of local government special
bonds, totaling RMB 1.08 tn.64 China seeks
to develop new infrastructure for digital
transformation and innovation development
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Source: China Banking and Insurance Regulatory
Commission

While China’s monetary policies create
tailwind to hasten its economic recovery,
they stand as a double-edged sword in
creating structural risks. Bad debt among
Chinese banks have climbed in Q1 to 2.04%,
despite lenders deferring payments and
rolling over RMB 1.5 tn worth of loans. As the
government pushes banks to lend more
credit to SMEs, the industry’s non-performing
loans is expected to climb in the coming
quarter, putting small banks at risk.70
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Geopolitics: Attempts to
enhance global presence
marred by distrust
As the epicenter of the outbreak has rapidly
shifted from China to Europe and the U.S,
China has offered medical aid and supplies
to its partners across the globe, seeking to
boost its image as a responsible global
leader.
Backfiring Market Diplomacy: China has
donated medical masks, ventilators, and
PPEs to more than 120 countries. However,
despite sending planeloads of supplies,
China’s unique strategy to boost its soft
power seems to have backfired. China’s
medical aid has generally been well received
by its Asian and Eastern European
counterparts. However, Western European
countries and the United States questioned
its intentions and have also pursued an antiChina rhetoric to varying extents.
Figure 5F: Exports of medical and
pharmaceutical products
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Trump’s ’America First’ approach coupled
with the worsening pandemic situation in the
U.S. has also allowed China to seize the
opportunity to expand its regional influence.
China’s donations of medical supplies and
gestures to share its lessons from the
epidemic have been well received by
Southeast
Asian
countries.73
Despite
attempts to cultivate an image as a provider,
China’s increased activity in the disputed
South China Sea has raised concerns over
its
harboured
intentions
among
its
Association of Southeast Asian Nations
(ASEAN) counterparts.74
COVID-19 Blame Game: The U.S. has
claimed that the virus originated from a
Wuhan biosafety laboratory which the
Chinese government have covered up, an
allegation that China has consistently
refuted.75 Questions have been raised about
the outbreak in China, leading to about 100
nations calling for independent investigations
into the origins of the pandemic.76 These
calls of investigation have become points of
disputes
between
China
and
its
counterparts. China has hit back at
Australia’s investigation call, threatening
consumer boycotts which have further
strained relations between both parties.77
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While China’s image has been tarnished by
its initial handling of the outbreak, Beijing has
maintained its influence in parts of Eastern
Europe, where it battles for clout with the
European Union (EU) and Russia. China’s
generosity, against the backdrop of EU’s
inaction, has won praise from countries such
as Serbia and Hungary.71 These countries
are important gateways to Europe for China
to expand its economic footprint, through
infrastructure and investment projects.
China’s growing political influence in Europe
has become a concern for the EU.72

As
the
international
political
fallout
deepened,
China
has
rejected
the
accusations made by Western politicians but
holds an ‘open attitude’ towards the
investigation on COVID-19 origins.78 China
has supported WHO’s investigation in the
recent World Health Assembly. In addition,
China pledged $2 billion to help developing
nations fight the COVID-19, further extending
its economic aid. However, China’s donation
has been accused by the U.S. as a
distraction from calls of nations demanding
accountability.79 The ongoing spat between
the two global superpowers has hindered a
united global response to combat the black
swan event.
While developed countries have taken a
more critical approach towards China,
developing countries are more receptive
towards Chinese medical and economic aid.
The mixed responses highlight the perils of
China’s rise as a superpower which have
challenged its geopolitical expansion efforts.
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Vietnam, A
Promising Standout
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Figure 6A: SEA region 2020 GDP forecast
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Following the Asian Financial Crisis in 1997,
ASEAN has emerged more economically
stable than in the past due to the
accumulation of foreign exchange reserves
and reformed efforts toward greater
international integration. However, the region
was not spared by the ravaging effects of
COVID-19, causing huge economic shocks
and resulting in a depressed annual GDP
growth forecast of 1.0% by the Asian
Development Bank (ADB).80 ASEAN is
particularly vulnerable to the widespread
repercussions of the global health pandemic,
attributing to its high dependence on external
trade, foreign investments and the tourism
industry.81 All of which have borne the full
brunt of the crisis with effects exacerbated by
global lockdowns, huge capital outflows and
depreciation of local currencies. On an
individual scale, Vietnam's annual GDP
growth is forecasted to be 4.8%, well above
the other ASEAN counterparts (Figure 6A).

Laudable healthcare
worth replicating

model

With just over 328 infections and 0 deaths
recorded as of 2 June, Vietnam's exemplary
model has been globally recognized for its
stellar performance thus far.82 These statistics
are even more impressive given its shared
borders with China, where the virus
originated. The country's success is largely
owed to what has been labelled as a 'lowcost' model. Compared to countries where
mass testing could be afforded, Vietnam
lacks the sophistication of healthcare
technology and the volume of testing
capabilities. Hence, its selective testing
procedures had to be accommodated with
proactive governmental measures.

The country initiated early border controls as
early as 3 January and subsequently
adopted preventive measures, such as
school closures and home quarantines.
Vietnam did not hesitate to restrict
movement; shutting down the entire Vinh
Phuc Province on the very same day that a
patient was tested positive with COVID-19.83
These decisive measures were instrumental
to Vietnam's early detection and containment
which helped avoid huge losses at the
healthcare front. Since April 22, Vietnam has
eased social distancing guidelines and a
gradual recovery stage is underway.

Considerable hit to economy
While Vietnam scored wins in battling the
virus, it was not spared from economic
consequences. The country entered the
crisis riding on the backdrop of moderate
growth in 2019 underpinned by strong
domestic demand and Foreign Direct
Investments (FDI).
Figure 6B: Quarterly GDP growth forecast
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Current Account: Expected to decrease
from a 5.0% surplus to a deficit of 0.2% of
GDP:

Figure 6C: Exchange and core inflation rates
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In 1Q20, GDP growth decelerated by 3.82%
(Figure 6B). The slowdown was contributed
mostly by the service sector (42% of the
country’s GDP), owing to the sluggish
tourism and its associated services (40% of
total sector revenue).84
As a low-cost,
export-oriented manufacturing hub, huge
slumps in FDI and global export demand has
heavily impacted Vietnam. The leading PMI
index fell from 50.6 to 49.0 in Feb 20.85

Source: Investing.com, Trading Economics

I.

Poor export manufacturing output levels
due to reliance on imported inputs
affected by supply chain disruptions

II.

Agricultural exports due to the closure of
land borders between PRC and Vietnam
(20% of agricultural exports)86

a weaker Dong. Since 1Q20, the Dong
depreciated against the USD to a peak of
23,632 (USD/VND) before strengthening to a
stable average of 23,309 (Figure 6C).90 The
Dong is forecasted to remain weak due to
low FDI inflow and the SVB’s preference to
support export competitiveness. With exports
making up 95.4% of its GDP, a weaker Dong
may allow for a stronger export rebound as
economies reboot.91 The VND/USD faces
long-term devaluation due to persistent
overvaluation and higher inflation vis-à-vis
the U.S. This is expected to continue as
Vietnam seeks to fend off U.S. accusations of
it manipulating its currency.

Financial Account: The country’s large-cap
stock index (VN 30), plummeted by 31.4%
from
previous
highs,
while
5-year
Government Bond yields nearly doubled
from its historic lows of 1.58% to 2.90% due
to the massive sell off.87
Inflation recorded a rise to 3.25% in 1Q20,
driven by higher agricultural product prices
(40% of the CPI basket).88 Food inflation
nearly doubled in 2019 due to supply shocks
caused by the African Swine Fever outbreak
and is exacerbated by ongoing supply chain
disruptions. Although inflation might ease
due to lower oil prices and easing housing
and construction activity, it is expected to
exceed SVB’s target rate of 4%.89
Persistently high inflation might limit the
scope for monetary easing and affect export
competitiveness, placing greater pressure on

Long term challenges to
monetary and fiscal policies
Vietnam’s ability to support spending seems
manageable in the short-term and Fitch
maintained its credit rating in April 2020 at
BB. However, despite fiscal consolidation in
recent years, sustained virus impacts are
forecasted to widen its fiscal deficit from
3.4% to 6.0% of GDP and increase its debtto-GDP ratio to 61.20% in 2020 (Figure 6D).

Figure 6D: Government debt and fiscal position
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This will be due to substantial expenditures
(~9.0% YoY) on fiscal activity and lower
governmental revenue (~-5.0% YoY) caused
by lower corporate income tax and exportimport revenues (Figure 6D).92 Vietnam’s
Ministry of Finance has announced plans to
borrow up as much as US$1.0 bn from the
World Bank, the IMF and the ADB in order to
support greater spending.93
Fiscal responses mainly aim to address:
ü Businesses: Amounting to VND 180 tn
(US$7.6 bn, 2.7% of GDP), includes tax
breaks, delayed tax payments & land-use
fees.94 Distressed industries – agriculture,
textiles, automotive, tourism & electronics
ü Individuals: A social security package
worth VND 62 tn (US$2.6 bn, 0.9% of
GDP), which includes direct pay-outs and
tax reliefs from April to June.95

Vietnam looks poised to emerge in a better
shape than its peers, toward a quick recovery
on the back of a uniquely robust growth. The
key drivers of the ADB’s forecasted rebound
in GDP growth of 6.8% in 2021 will mainly be
due to a growing middle-income class and
an accelerating digital economy.
Vietnam’s private consumption accounted for
68.2% of the country’s nominal GDP in 2019
and is underpinned by its burgeoning middle
class, as seen from the steadily growing GDP
per capita (Figure 6E).98 Higher consumption
following the gradual reopening of the
economy will likely aid growth and recovery.
Figure 6F: Vietnam’s Digital Economy
(GMV, $bn)
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In terms of monetary responses:
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ü SVB: Scrapped transaction fees and
slashed its benchmark interest rates twice
(taking the refinancing rate to 4.5% from
5.0% & the overnight inter-bank lending
rate to 5.5% from 6.0%).96
ü Commercial banks: Offered US$12.4 bn
in
preferential
credit
to
affected
businesses to ensure sufficient liquidity in
the credit system.97
However, effects have been muted by the
lack of loan demand and the current
economic uncertainty. The room for monetary
easing is likely to be limited by the need to
manage higher inflation levels whilst
maintaining their export competitiveness.

Crucial levers for continued
success
Figure 6E: GDP per capita (in USD)
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Vietnam’s US$12 bn digital economy is the
3rd largest in SEA, growing at an annualized
rate of 38% YoY (Figure 6F).99 Reactionary
measures that countries are forced to take in
a lockdown environment will inevitably spur
innovative technology solutions, driving
growth prospects in the digital economy and
fuelling long-term productivity.
Vietnam is poised to benefit from
diversification of supply chains away from
China. Due to uncertain investment
sentiments caused by the US-China trade
war in 2018, companies began relocating
their factories. Vietnam and Malaysia have
been major beneficiaries due to lower
production and tariffs costs, and improved
technological and regulatory environment.100
The current situation that has upended global
supply chains could intensify the ongoing
process. Furthermore, its success in dealing
with COVID-19 is likely to stamp its credibility
and enhance its gravitational pull.
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Vietnam’s Trade Geopolitics
Free Trade Agreements
Vietnam participates actively in numerous
bilateral
and
multilateral
free
trade
agreements (FTAs). This includes the ASEAN
(AFTA), the EU-Vietnam FTA and the TransPacific Partnership, amongst others with
China, India, and Japan.101 In its push for
greater international integration, Vietnam can
benefit from greater foreign competition, and
access to capital and diversified markets.
Vietnam’s progress in foreign affairs in recent
years was brought to a halt due to COVID-19.
2020 was meant to be a decisive year for
Vietnam to demonstrate its regional and
international prowess as it took up
chairmanship of ASEAN and a two-year seat
at the United Nations Security Council.102
However, its plans for wider geopolitical
developments were impeded as other nations
are kept busy dealing with COVID-19.
South China Sea disputes

with its Mekong neighbours and seek closer
ties with the U.S. to safeguard its interests
within the region. However, while Vietnam
has a vested interest in political security, the
country must tread carefully and avoid
antagonizing its larger neighbour since
China is Vietnam’s largest trade partner
(Figure 6H). Vietnam’s trade deficit of $34 bn
with China in 2019 reflects its dependence
on China and prolonged disputes may
negatively affect Vietnam’s bilateral ties.104
Over the long term, political instability may
pose as a major deterrent for FDI,
disallowing Vietnam from fully benefiting from
relocating companies as aforementioned.
Figure 6H: Vietnam’s key export partners
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The territorial disputes over conflicting claims
in the South China Sea (SCS) poses the
biggest external security threat to Vietnam.
These unsettled tensions have been ongoing
for over a decade, culminating in minor naval
confrontations and protests against Chinese
interests in Vietnam.103 Moreover, the tension
with China seems to extend beyond the SCS
dispute. China’s influence has grown
significantly over Vietnam’s Mekong peers,
namely Laos, Cambodia and Myanmar, all of
whom are heavily indebted to China for
providing critical financial aid for state
development. Hence, Vietnam has been
forced to strategically improve its relations

Renewed tension between U.S. & China
In 2019, U.S. imposed import duties of more
than 400% on steel products produced in
Vietnam. This was aimed at companies,
including Chinese manufacturers, that
sought to bypass higher tariffs by re-routing
their goods via Vietnam for export to the
U.S..105 Due to the uncertainty of the Phase I
agreement amid revived tension between
U.S. and China, Vietnam could be adversely
caught in the U.S tariff crossfires. This could
surmount to greater damage to Vietnam’s
exports since U.S. is Vietnam’s second
largest trade partner (Figure 6H). However,
this seems unlikely in the short-term while
U.S focuses on restoring control over the
virus spread. Moreover, Vietnam has been
actively trying to strengthen its ties with the
U.S. by narrowing its trade surplus, after
being labelled a currency manipulator by the
latter.106
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India’s Population
Particularly
Vulnerable To
Pandemic
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Figure 7A: India’s quarterly GDP growth rate and forecast
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The fifth largest economy has already been
facing distress over the past few quarters as
GDP growth fell to 4.7% in 3Q19, the lowest
recorded in the past five years.107 Poor
healthcare infrastructure and overpopulation
remain as India’s larger challenges. The
global COVID-19 pandemic could not have
come at a worse time for India as it brings
the world’s largest democracy to a standstill.

Government’s swift response
India announced the world’s largest
lockdown in history involving a population of
1.3 bn. The stringent lockdown measures,
which suspended most public transport and
all flight services, were intended to flatten the
curve and curb looming fears of a potential
serious outbreak. India has confirmed a total
of 207,392 cases (as of 2 June) but experts
suggest these numbers are masked by the
country’s low testing rates compared to
developed
western
countries.108
The
government is trying to balance continuation
of economic activity with curbing the spread
of the disease by gradually relaxing the
lockdown. The relaxation of rules takes the
form of different stages and variations with
innovative measures like colour-coding
districts into green, orange and red to apply
a graded relaxation of measures in lessaffected areas. India recently entered its
fourth stage of lockdown from 18 May until 31
May which involves considerable relaxations
of initial lockdown measures. Despite the
government’s early action in declaring a
lockdown, the number of cases in India have
been rising at a concerning rate, unlike the
rest of the world which have seen a more
controlled decline in growth of new cases.

This has raised questions on the
effectiveness of the early lockdown and
when the India’s economy can return to
normalcy.

Chronic underinvestment in
healthcare infrastructure
Under-investment in the public healthcare
sector has always been plaguing India.
Government healthcare expenditure makes
up a meagre 1.5% of GDP, much lower than
the OECD average of 8.8% in 2018.109 The
private medical sector provides majority of
healthcare services in India- 70% of the
services.3 With only 8.5 hospital beds per
10,000 citizens, an overstretched public
healthcare system has compelled Indians to
rely on the unregulated and exorbitantly
priced private healthcare.110
About 52% of the households in urban areas
and 44% of the households in rural areas rely
on costly private healthcare sector due to the
poor public healthcare infrastructure and the
lack of an universal healthcare insurance
coverage.111 While Modi’s government has
increased its health budget by 6% in 2020, it
still falls short of the government’s goal to
increase public health spending to 2.5% of
GDP by 2025. On the other hand, India’s
private healthcare costs more than 4 times
that of public healthcare and hence remains
unaffordable to majority of the impoverished
population.112 Private healthcare sector saw
an 80% fall in patient visits and test volumes
at the end of March.113 The sector is
expecting total operating losses to reach
US$2 bn to US$3 bn in 1Q20 which will
further pose liquidity challenges.114
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Given the capital-intensive nature and low
levels of investment in the sector, private
healthcare providers and laboratories are
further squeezed from reduced cash flow
with little room to optimise fixed costs due to
the need to accommodate infection control
and cost of PPE. Moreover, with the rise in
the daily number of cases, the burden on the
weak healthcare sector is expected to
increase (Figure 7B). India’s fragile
healthcare system has motivated the
government to take earlier and more extreme
lockdown measures to reduce the strain on
its healthcare infrastructure. Ultimately, the
pandemic has exposed the inequities in both
the availability and accessibility of basic
healthcare services.

Higher income groups with permanent jobs
have witnessed a fall in income but most
managed to retain their jobs while working
from home. Livelihood of lower-income
groups in rural areas was affected the most
despite recording lower rates of COVID-19
infections. Among these lower income
groups, only those involved in agricultural
and catering industries have been able to get
any work amid the lockdown.118 Put together,
India’s employment rate is in a precarious
position as a staggering 100 mn people have
lost their livelihood, raising the country’s
unemployment rate to a record 23.8%.
Figure 7C: Impact on household income
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Economy on a slippery slope
The decline in private investments and
domestic consumption brought about by the
pandemic have decimated India’s GDP
growth prospects.115
Goldman Sachs
expects India to plunge into its deepest
recession ever, with a 45% YoY GDP
contraction in 2Q20 but a rebound of 20% in
3Q20. Put together, India’s real GDP is
estimated to fall by 5% in the fiscal year
2020.116 According to a survey conducted by
the Centre for Monitoring Indian Economy
(CMIE), the nationwide lockdown has led to
an 80% dip in earnings (Figure 7C).117

The manufacturing sector is the second
highest contributor to GDP after the service
sector, contributing 30% towards India’s
GDP in 2019.119 India witnessed a
surprisingly positive 12-month manufacturing
trend of 4.6% increase in February 2020 –
when the coronavirus pandemic had not yet
hit home. However as the number of cases
continued to climb in India and consequently
with a lockdown imposed, manufacturing
output plummeted by 16.7% YoY in March.120
The lockdown brought manufacturing to a
halt,
severely
hindering
the
supply
chain. Nearly all major industries in the
manufacturing sector have suffered doubledigit losses. The country is also facing major
supply chain disruptions, primarily because
of its heavy dependence on China for
imports and intermediate goods.
Capacity building has also been adversely
affected due to lower profitability and higher
input prices. Sectors like financial services
and real estate are predicted to have been
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Figure 7D: Estimated Impact of COVID-19
on different sectors
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impacted the most (Figure 7D). However,
India is expected to see some relief as its
major trading partners such as China are
slowly resuming economic activities.
Consumer spending and investments have
also taken a hit from the lockdown due to
lower profits and loss of employment,
especially in the informal sector, which is
neither taxed nor monitored by the
government. Foreign investments in India
which were already downcast prior to the
pandemic outbreak are now witnessing an
accelerated fall as investors grow wary of
economies which struggle with containment
efforts. Investors have pulled out an
estimated US$16 bn worth of assets from
India, raising concerns of a looming
recession.121 Despite reduced risk appetite
among investors, increased investments in
crucial growth sectors such as healthcare,
information technology and fintech prove to
be India’s silver lining, particularly as public
healthcare
sector
have
long
been
overlooked.
India also faces loss of income through a
depreciating Rupee and a fall in trade as
major export destinations (China, U.S,
Europe) which account for 40% of exports
face
severely
weakened
demand.122
INR/USD stabilised at 76 Rupee in May after
sharp depreciation over the previous two
months as the lockdown slowed the spread
of cases to some extent. Despite relative
outperformance when compared to other EM
currencies, the rapid and heavy capital

Migrant labour crisis
The lockdown has placed immense stress to
the migrant labour population within India.
The strict lockdown measures, which include
severing transport means, have triggered an
exodus of labourers away from cities.
Pressured by overnight loss of wages and
inability to afford higher living costs in cities,
the World Bank has reported that 40 mn
internal migrants were displaced by the
lockdown.124 Some 50,000 to 60,000 lowwage labourers migrated back to rural
hometowns in the few days following the
lockdown announcement in order to be
reunited with their families.125 This egregious
mismanagement of internal migration has not
only contributed to the worsening spread of
the pandemic but also raised humanitarian
concerns for these neglected labourers.

Rising debt adding fuel to fire
Given the protracted lockdown, Indian banks
expects bad debt to double in the future
from its current value of US$123 bn. 126 This
surge in bad debt could be detrimental to
India’s credit growth, and delay its recovery
from the pandemic. As a result, banks are
refraining from lending to borrowers with low
credit scores or charging them with a much
higher interest on loans. However, this poses
solvency issues for smaller businesses
which are already squeezed by liquidity
strains. India’s government debt as a
percentage of its nominal GDP – currently at
72% is already higher than that of its EM
peers. India’s debt problem is set to escalate
as the government’s borrowing rate has
outstripped its GDP growth.
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Policy measures implemented
by the government
Fiscal Policy: On 13 May, India raised its
big-ticket stimulus to 10% of GDP, one of the
highest among EMs, aimed at making longterm structural reforms. In particular, the
stimulus aims to bolster India’s efforts to
overtake China as the global supply hub
while solving the humanitarian crisis at hand.
Relief packages by the government include:
ü

Measures to ease financial accessibility
to micro, small and medium-sized
enterprises

ü

Deferring and reducing a range of taxes
and providing liquidity to struggling
power companies and non-bank
lenders

ü

Additional fiscal support totalling US$40
bn towards small companies with a
relaxed definition to maximise its aid

Monetary Policy: The RBI has responded
proactively and aggressively to alleviate the
liquidity crunch. In tandem with the 10% of
GDP stimulus package, the RBI’s latest
announcement on May 22 revealed further
easing of repo rate by 40bps to 4% and
reverse repo rate of 3.35%, just shy of the
record 3.25% during the 2008 GFC.128 Rate
cuts were supported by extension of loan
moratoriums, easing of pre and postshipping credit rules on top of a INR 150 bn
credit line to its export and import bank.129
India’s fiscal room to opt for a higher stimulus
amount remains limited due to its high
government debt. A surge in stimulus
spending will not only worsen the debt, but
also negatively impact India’s credit ratings –
highlighting India’s fiscal conundrum. As
India overtakes China to become the
pandemic epicentre within Asia, massive
supply chain disruptions will continue to take
a drag on its economy. The already
weakened rupee also faces sustained

Figure 7E: Impact of COVID-19 on
unemployment in 2020
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downside pressure as India continues to
grow its foreign currency assets. As the rise
in unemployment rates add to the troubles of
the economy (Figure 7E), the policy
measures may not be enough to bring relief
to all those affected by the pandemic.

Filling the supply-chain vacuum
PM Modi’s proactive engagement of South
Asian Association for Regional Cooperation
(SAARC) states to collectively respond
against COVID-19 can be seen as an India’s
attempt to reaffirm its leadership position
given China’s growing sphere of influence in
Asia. Modi’s initiative comes at a critical time
where solidarity and a coordinated response
among regional countries would serve as an
effective tool to fight the pandemic.
The pandemic will help reposition India as an
alternative, and hopefully stronger, supplychain hub compared to China in markets
such as electronics manufacturing and autocomponents sector. Disrupted supply chains
of developed economies such as the US,
Australia, Canada and Europe may serve as
motivation to decouple from China.130 Among
other low-cost EMs, India is looking attractive
as one of the largest manufacturing
economies given its high GDP, low costs of
production and highly-skilled labour force.
Most notably, Facebook’s investment of
US$5.7 bn in India’s largest telecom
company – Reliance Jio affirms the potential
of India’s digital economy in the future.131
Nevertheless, in order for India’s fiscal
stimulus to be effective, it must also be
accompanied by structure reforms on the
socio-economic front.
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Brazil Waiting For A
Miracle
35

Figure 8A: Brazil’s quarterly GDP growth rate and forecast
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Argentina and Paraguay are in
recession, Mexico and Brazil in
stagflation, Peru and Ecuador in deep
political crisis1

”

- Chilean President Sebastian Pinera

Prior to COVID-19, the Latin America
(LATAM) region has been plagued by
various political and economic problems. The
pandemic has only served to expose deepseated structural bottlenecks such as their
overdependence on commodities exports
and foreign investment. The regional GDP
has been consistently revised downwards
and is expected to contract by 2.6% in
2020.132 Brazil, the worst hit country in
LATAM, already saw slow GDP growth since
2018. Brazil's GDP growth is expected to
continue shrinking (Figure 8A) in the coming
quarters with adverse impacts on healthcare
and the economy.

Unity is key for healthcare
Since April 26, LATAM has surpassed Asia to
become one of the three most adversely
affected regions with 6,403,001 cases (as of
2 June). Brazil has registered the highest
number of cases per capita, thus highlighting
its ill-preparedness and vulnerability in face
of the pandemic.
With social distancing measures in place
since early March, Brazil enjoyed initial
success in keeping the number of new cases
per day below that of European countries
(Figure 8B). However, the situation took a
sharp turn for the worst in April due to
President
Jair
Bolsonaro’s
apparent
disregard for the severity of COVID-19.
Bolsonaro pre-emptively called for a
suspension of effective preventive measures
such as school closures and intercity xbus

stoppages.133 On top of poor decisions, the
sharp exponential spike in infection cases
was also largely attributed to poor living
conditions in Brazil's favelas. These densely
populated slum neighborhoods which lack
effective state aid and basic sanitation
amenities are prime breeding grounds for the
local transmission of COVID-19.134
The disproportionately high number of cases
has also placed immense pressure on
Brazil’s inadequate and uncoordinated
healthcare system. While private hospitals
are equipped with 4 intensive care units
(ICU) bed per 10,000 citizens compared to
public hospitals with 1 ICU bed per 10,000
citizens, only 9% of Brazilians have access to
the exorbitantly priced private healthcare.135
Unequal access opportunities reflects the
country’s high-income inequality. Despite the
government’s plans to better integrate both
healthcare systems, little progress has been
made to increase the capacity of ICU beds
available to the population. Public hospitals
continue to struggle with high rates of
hospitalization from other fronts such as
dengue and seasonal influenza.
Figure 8B: Number of COVID-19 cases
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Commodities Dependent
Economists warn of a looming collapse of the
Brazilian economy. The unemployment rate
is now at 12.2%, third highest in LATAM, and
is projected to double in the coming
months.136 April’s Purchasing Manager Index
(PMI) slumped to a decade low of 37 since
its 2008-2009 financial crisis. Commodities
export, which accounts for 15% of its GDP,
took a great hit with trading activities in April
decreasing by 12.5% YoY. While industrial
metals have endured a demand shock,
agricultural products are confronted with a
supply problem.
Industrial metals: Industrial metals saw the
biggest price decline of 13% since the start
of the pandemic due to its high correlation
with global economic activity. Slowdown from
Brazil’s two biggest metals export partners,
China and the U.S., substantially contributed
to the slump in export volume (Figure 8C).
With most factories in China stopping
production in February, the Manufacturing
Production Index fell below 40. While China
has gradually resumed factory production,
China would likely prioritize importing from
trading partners who are better able to
control the pandemic. Those countries'
metals production capacity recovers faster,
corresponding with China’s production
rebound since March. Steel from Vietnam,
one of the countries that successfully
managed the pandemic, is Brazil's potential
competitor. The road to recovery for Brazil's
metals exports proves winding with a
significant slowdown in the U.S. industrial
production in
the first quarter. Most
automakers have shut down their factories in
the U.S without any certain plans for
reopening. The U.S was slow to react to the

pandemic with testing delays and loose
social distancing measures.137 As the U.S.
accounts for 12.1% of Brazil’s metals
exports, the recovery of demand in 2021
relies heavily on the U.S.’ ability to manage
the pandemic on its domestic front.
Agricultural products: China has made
it clear that they would prioritize importing
essential foodstuffs such as soy.138 As a key
exporter of agricultural products, Brazil's
potential to address global food security
concerns is constricted by disruptions to the
supply chain. The pandemic exposed
Brazil’s over-dependence on the trucking
industry to transport agricultural products
from farms to ports. Trucks carry more than
90% of all freights excluding crude oil and
iron ore. Drivers’ unaddressed concerns
about the likelihood of infection have resulted
in daily strikes.139 Losses in the agricultural
sector due to delayed haulage in the last 3
months are estimated to be at US$1.75 bn,
equivalent to 10% Brazil’s agricultural
exports in April.140 Slow custom clearance
process at ports also caused delays in
shipments to China. The infection screening
takes 72 hours, much higher than the prepandemic’s 30 hours. Inefficient screening
processes in Brazil's ports also raise the
likelihood of infection among workers. On 26
May, Paranagua port, Brazil's second largest
port, had to cease operations after reporting
its first case. Halts in the trucking industry
and the inability to ship perishable
agricultural products on time may impede
Brazil’s ability to take advantage of the
growing Chinese demand for Brazilian soy. A
falling Real also means Brazil is now selling
its soybean at a discount of 15 to 20 cents
per bushel to the U.S., which is attracting
more Chinese commercial buyers.141

Figure 8C: Slow industrial production affects Brazil’s Metals export
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Figure 8D: Brazil’s outstanding domestic and international private debt against interest rate
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Moderate risk for corporate debt
Companies across LATAM are not immune to
the drastic declines in revenue due to
COVID-19. These cash starved companies
have turned to domestic credit lines from
state banks. Disbursements on revolving
credit lines in April have risen to an average
of 65% from the 10% recorded in 2019.143
Altogether, Brazil’s national debt-to-GDP is
expected to balloon to 93.5% in 2020 from
the 79.7% recorded in 2019.
Brazilian interest rates were some of the
highest among EMs before 2015 due to
deflationary measures to raise the Brazilian
real and lower prices of tradable goods
(Figure 8D). However, the deepening
recession in 2015 has prompted cuts to
interest rates to shore up the economy and
encourage higher borrowings among
corporates. Poor credit infrastructure among
public lending institutions have resulted in
prohibitively high lending cost especially for
companies without access to international
capital markets.
In 2018, corporate debt issues in Brazil rose
34% YoY, reaching a record US$53.8 bn
while debentures rose 62% YoY to US$47 bn
as investors snapped up higher yielding
corporate bonds. As domestic cost of
funding became cheaper, international debt
growth slowed (Figure 8D) and companies
began retiring their overseas debt early and
started looking towards home. Petrobras,
Brazil’s state-controlled oil company bought
back US$2.8 bn of its overseas debt in 3Q19
and issued US$3 bn of debt at home. The
Brazilian real has already been the worstperforming currency in 2020 as it slid 20%
against the dollar. Analysts also see more

2018

2019

Interest Rates (RHS)

room for the real to fall due to
mismanagement on the healthcare front. 8%
of corporate bonds are currently highly
exposed to currency risks and 6% of bonds
issued are in high risk sectors where the
effects of a weak currency are demonstrably
profound such as airlines, oil and gas,
mining, and lodging.144 As refinancing risks
prevail for corporate debts due this year,
Brazil’s economic stimulus becomes all the
more crucial in avoiding latent default risks.

Hopeful fiscal responses
On 26 March, the Ministry of Economy
announced a fiscal stimulus package totaling
BRL150 bn (US$30 bn)
which mainly
targeted individuals and small to medium
enterprises (SMEs).145
For individuals:
ü

Emergency aid of BRL600 (US$116) to
informal
workers
and
BRL1,200
(US$232) for working mothers

ü

Emergency employment aid for single
men who are the breadwinners of their
families

For SMEs:
ü

Credit line of
bn) for SMEs
375,000 to BRL
US$1.9 million)
two months

BRL 37 bn (US$7.7
with a revenue of BRL
1 million (US$70,000 to
to finance salaries for

Such support would provide a buffer for
working class Brazilians until the economy
reopens. Although Brazil’s government
budget deficit has improved prior to the
pandemic, it is still much higher than that of
other major LATAM economies (Figure 8E).
Given the bleak economic prospects, the
Treasury expects deficit for 2020 to reach
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BRL 600 bn or 9% of GDP. If the Treasury
decides to aim for a balance in the budget
by 2023 or 2024, the government will also
have to involve banks to support the private
sector.
Figure 8E: Government budget deficit as a
% of GDP for major LATAM economies
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deposit are still fixed at 45% and 20%
respectively. Therefore, small banks whose
deposit base is mostly made up of demand
and savings deposit from middle-class
individuals continue to face high RRR.
Moreover, placing time deposits with the
CBB would not generate as much liquidity as
banks with a large time deposit base.
Although banks earn interest payments
based on the Brazilian federal funds rate
(Selic rate), such interest payments do not
apply to demand and savings deposits.
Hence, small banks' income would not be
bolstered as compared to large banks. While
the RRR cut seems to work in favor of SMEs,
Brazil's RRR structure risks leaving out these
important contributors of its economy.

Brazil-China optimism
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Reserve requirement cuts hint
at structural problems
Monetary Policies: The 3-month lockdown
and pent-up demand left SMEs with almost
no earnings source. They account for 98% of
total enterprises and 27% of Brazil's
GDP. The importance of SMEs in Brazil's
economy calls for both fiscal and monetary
policies to support them. In March, the
Central Bank of Brazil (CBB) lowered the
reserve requirement ratio (RRR) on
commercial banks' time deposits from 25%
to 17% to promote lending.146 Large banks’
resistance to give loans to SMEs due to their
high default rate highlights the important role
that small banks play in bridging the lending
gap to SMEs as their deposit base size
match with the loan size for SMEs. However,
structural problems may deter small banks
from capitalizing on the cut to extend lending
activities to SMEs. While most LATAM
countries pursue a single RRR regime, Brazil
adopts a multiple RRR system for different
deposit components. This means that the
RRR cut only applies to time deposits, while
the RRR for demand deposit and xsavings

The Brazil-China political and commercial
relationship is thriving. Brazil remains
independent of the U.S. for its political
stance, which promotes China’s favorable
view of the country. Last year, despite
pressure from the U.S, Brazil still allowed
Huawei Technologies Co to operate a 5G
mobile network in the country.147 Recent
unfavorable comments about the pandemic
from some Brazilian high-ranking officials
may affect the relationship, but only to a
small extent.
COVID-19 strengthens the two countries’
commercial relationship. Brazil accounts for
65% of China’s soy import. Although China
agreed to import more soybean from the U.S.
as part of the Phase I trade deal, escalation
in the U.S-Sino relationship given the new
security law in Hong Kong may cause
disruptions in the trade flow. Brazil stands to
benefit from the event as China is expected
to import 121 million tons of soybeans in the
coming months. China is the second largest
investor in Brazil’s public infrastructure
projects, only behind the U.S. Over the past
decade, China has invested US$57 bn in 145
projects across 21 states.148 It has a strong
presence in Brazil’s electricity and energy
sector with construction contracts for
transmission lines and oil pipelines.
However, the Brazilian government remains
cautious about these investments to avoid
falling into China’s debt-trap diplomacy.
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9

Russia Is
More Resilient,
But Not Immune
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Figure 9A: Russia’s quarterly GDP growth rate and forecast
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Prior to COVID-19, Putin has ambitiously set
a GDP growth target of 3.5-4% by 2022,
contributed by export growth as well as
fiscal expansion. As part of his 2019 May
Decree, a RUB 26 tn spending plan was
spread across 13 categories with the aims of
restructuring Russia’s economy. Russia’s
current baseline GDP forecast for 2020 is
expected to contract 4-6% and its Q2 GDP
growth will witness a heavier YoY contraction
of 8% (Figure 9A) from the effects of
lockdown measures announced in late
March, oil revenue slumps and a weakened
ruble.149 As Russia start easing its 6-week
long lockdown on May 12, we expect solid
macro-fundamentals and slow rebounds to
oil prices from the OPEC+ production cuts to
be pivotal in Russia’s recovery from the
pandemic.

Stepping up for healthcare
Russia’s weaker healthcare system stems
from its restructuring of a decrepit system
inherited from the Soviet Union.150 Between
2013 to 2019, Russia halved medical staffs
and
implemented
defensive
import
substitution policies aimed at promoting
domestic businesses. Russia’s undeveloped
private healthcare sector (15% of total
healthcare expenditure in 2019) also restricts
its ability to mount a coordinated response
with its public healthcare system.151
On June 2, Russia confirmed 414,328 total
cases with the number of new infections
growing at 5.5% daily. The denselypopulated city of Moscow has become the
epicentre of the pandemic with 70% of total
cases. Russia’s onerously low death toll of
4,849 (1%) have also drawn widespread
criticism on the method behind how COVID19-related deaths are registered.

The survival of the military-industrial complex
in modern Russia explains the greater
availability of equipment such as ventilators,
averaging 27 ventilators per 100,000
residents (18.8 in the U.S. and 12.9 in the
U.K.).152 Russia also outperforms developed
economies with 7.7 hospital beds per capita
(6.2 in France, 3.4 in Italy, and 2.5 in UK).
However, shortages of personal protective
equipment (PPE) still plagues rural hospitals
in Siberia and the Far East. Additionally,
many of these ventilators are outdated and
lack newer functionality.
In response, a total of RUB 77 bn (US$1 bn)
has been earmarked for setting up infectious
beds and equipment purchases such as
ventilators. Domestic production from its two
ventilator manufacturers in Yekaterinburg are
expected to increase eightfold to 800 units
in April and later 3,500 units in June. Despite
Russia’s initial scramble to mobilise its
weaker healthcare system, new case counts
of COVID-19 are finally tapering. Healthcare
projects announced under Putin’s 2019 May
Decree also aim to increase Russia’s
healthcare infrastructure buffer in the longterm.

Entering crisis in strength
Russia’s modest expansionary policies have
led inflation to surge to 2.5% in March but
remained below the Central Bank of Russia’s
(CBR) target of 4%.153 Despite the collapse
in EM currencies against the dollar and
plunge in oil prices, the Russian ruble
remained relatively resilient as it depreciated
just 10% against the USD in March-April
compared to 12% average among other EM
currencies.154 Rebound in oil prices in May
following the landmark OPEC+ production
cuts also signals a recovering oil market.
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Russia’s War Chest: Historically, Russia’s
fiscal rule mandates that additional profits
from prices of Urals (Russia’s reference oil
brand for export pricing) above $42/barrel
must be diverted to the National Wealth Fund
(NWF). Once NWF’s liquid assets crosses 7%
of GDP, it serves as a source of state funding
for private projects and ensures pension
system security. The fund was valued at
US$157 bn (11.3% of GDP) as of March 31
2020.155 Prudent fiscal management since
the 2014-2015 currency crisis has helped
reduce Russia’s exposure to oil shocks and
lowered breakeven oil prices and non-oil
federal deficit over the years (Figure 9B). To
further bolster Russia’s fiscal efforts against
COVID-19, the government has increased
taxes on dividends paid abroad and taxing
interest income on financial assets above
RUB 1 mn to further boost non-oil revenue.156
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In the short-term, depressed oil prices along
with the deterioration of non-oil revenue will
raise breakeven Urals prices from US$48/bbl
in 2019 to US$75/bbl in 2020.157
Nevertheless, Russia’s war chest of
international reserves (US$556 bn in April)
compared to other EMs provides crucial
manoeuvre space for it to respond robustly to
the crisis.158 Russia’s sizeable foreign
exchange reserve, valued at US$440 bn in
April, enabled it to intensify foreign currency
sales from US$1.1 bn from March to US$4.8
bn in April to protect the ruble from sharp
devaluation. Another reason for the ruble’s
relative stability is due to the sharp fall in
imports by 50% YoY in April. With the 5th
largest reserve of gold totalling US$115 bn,
Russia also possess a strong hedge against
the volatile financial markets.

Low National Debt: Russia’s greatest
advantage among EMs lies in its low national
debt (14.7% of GDP) and external sovereign
debt (less than 3% of GDP). Maturities in
2020-2021 also averages 0.8% of GDP
suggesting low financing requirement.159
This bolsters Russia’s debt-raising capacity
to finance its fiscal package. Russia expects
to raise RUB 2 tn for 2020’s federal budget
from the OFZ market (Russia’s federal loan
bonds) as it stabilises from the double
whammy of an oil price and pandemic
shock.160 Lifting of lockdown measures
across Europe and stronger macrofundamentals relative to other EMs have
driven investors to Russia as a safe haven.
Current Account: Stronger than expected
surplus totalled US$23.5 bn in April but
monthly surplus shrank from the earlier US$6
bn in March to US$1.5 bn in April due to a
fall in net export value.
Capital Account: Beyond higher levels of
FX sales, April saw a hopeful recovery in net
portfolio inflow into the OFZ (US$0.7 bn) after
a a sharp outflow of US$3.7 bn in March
(Figure 9C). However, accelerated private
capital account outflow increased to US$6.9
bn in April up from US$4.3 bn in March,
thereby thus working against Russia’s FX
intervention efforts in propping up the
ruble.161 Regardless, strong demand for
Russia’s OFZ treasury bond reflects an
attractive debt market and the ruble faces
minimal pressure from continued capital
outflow as it maintains within the range of 7375 against the dollar.
Figure 9C: Foreign investment outflow
from OFZ
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Strong policies hampered by
inherent weaknesses
Post-2015 reforms have strengthened
Russia’s
sovereign
balance
sheet
considerably (Figure 9D). In April 2020, the
Russian budget recorded a 0.4% surplus of
GDP despite accelerated fiscal expenditure
by 39% YoY.162 However, this was partly due
to massive non-recurring revenues from the
CBR’s sale of Sberbank to the Ministry of
Finance for 3.4% of GDP (RUB 2.14 tn).
Potential suspension of the fiscal rule for
2020-2021 may reflect Russia’s intention to
shift in financing from borrowing to more
aggressive drawdown from the NWF.
Figure 9E: RUB/USD against Oil Price
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Monetary Policy: As recession looms,
Russia has adopted a dovish approach in
cutting rates to shore up its economy. The
CBR offered its 7th key rate reduction of
50bp in the past year to 5.5% on 24 April on
the back of lower OFZ bond yields.165 CBR’s
latest forecast puts annual CPI in the range
of 3.8%-4.8% and expects it to stabilise
under its 4% target in the future.
Fiscal Policy: Russia’s fiscal response has
been relatively small (3.5% of GDP)
compared to packages of 10-20% in the
Eurozone.166 Out of the 3.5% of GDP, 1.5%
are non-expenditures such as tax breaks
and guarantees. To date, Russia has
delivered a US$4 bn ‘anti-crisis’ fund with
supplementary budgets introduced to help
keep businesses afloat. With the Sberbank
proceeds topping up the NWF, analysts sees
room for additional fiscal spending worth
1%. Russia also expects its budget deficit to
widen to 4-5% of GDP in 2020 dragged by
slowing non-oil revenue growth. Furthermore,
downside risks to its budget revenue have
been limited by advances in oil prices
contributed by OPEC+ supply cuts coming
into effect and improving global demand.
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Price of Urals falling below $25 in March
triggered heavier FX sales to compensate for
under-collection from crude oil exports
revenue. As such, while prices for Russian
Urals have lost 56% YTD in value, the ruble
was only down 17% over the same period
(Figure 9E).163 Partial recovery of worldwide
oil prices has pushed ruble to its highest
level on May 22 in 2 months. With fears of a
recession, baseline unemployment rate is
estimated to reach 7-8% by 2021.164

Reassuringly, Russia has sufficient fiscal
buffer to raise more debt and increase
drawdown on its NWF to implement bolder
fiscal policies. The brunt of the 2014
currency crisis was borne mostly by
households with real incomes falling more
than 10%. The CBR expects household
consumption to only fall around 2.6% in this
pandemic while the NWF is expected to
decline by US$70 bn. Altogether, the
Russian government appears determined to
avoid a deep, prolonged recession even as
its crucial oil industry (40% of budget
revenue) faces production bottlenecks.
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Russia’s energy politics
Weak oil prices have upset Russia’s
precarious budget balance and its attempt to
reduce reliance on oil revenue. As such,
Russia will depend on its strategic position
between the mature European and
burgeoning Chinese market for its oil exports.
Russia’s top 15 trade partners contributed
68.7% to its export value in 2019 (Figure 9F).
Figure 9F: Energy geo-economic clout, 2019
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pipeline, which is operated solely by
Gazprom (state-owned and largest publiclylisted natural gas company), may undercut
smaller LNG projects in the region. In the
long term, this may not brood well for Russia
as the lack of competition may render much
of the potential reserves in the Siberia fields
undeveloped. European and U.S. sanctions
also restrict Russian oil companies’ access
to financing and investments in oil
production technology including Deepwater,
Arctic offshore, and shale.170 Sanctions may
impede long-term oil & gas development
and further encourage Russia’s pivot
towards
China
to
fund
upstream
development projects.
Figure 9G: Crude oil and condensate
exports to China, 2002-2017
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Sino-Russia Energy Relations
Russia is China’s biggest supplier of crude
oil having exported 1.43 mn bbl/d to its
eastern neighbour in 2018. This was largely
due to China’s declining domestic oil
production and heavy reliance on cheaper
foreign crude. Although Russian oil and gas
supplies fell 28% in monetary terms in the
immediate aftermath of COVID-19, demand
is expected to pick up as China resumes
economic activity.167 Expanding trade
(Figure 9G) with China for crude oil,
petrochemicals, piped and liquefied natural
gas will compensate for slow pick-up in other
exports. The value of trade between the two
has doubled to over US$100 bn in the past 3
years.168 For China, this means securing
pipeline gas supply routes with Russia, such
as the 30-year gas deal through ‘Power of
Siberia’ pipeline, as it seeks to reduce coal
as power generation feedstock.
Despite the rosy optics, the hefty US$55 bn
‘Power of Siberia’ pipeline is not without its
own risks.169 Firstly, China as a well-supplied
buyer of the region, tips the bargaining
power to their favour. Russian gas would
likely be supplied at lower margins to China
than European markets. Furthermore, the
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Uneasy marriage with Europe may not last
Russia
and
Europe
are
closely
interdependent over energy with 40% of EU’s
natural gas imports being supplied from
Russia.171 In 2015, Russia announced plans
to boost energy supply to Europe through
new pipeline projects such as the US$11bn
Nord Stream 2 (a direct undersea Baltic gas
pipeline to Germany). This serves to double
Russia’s natural gas capacity to Europe by
55 bn cubic metres (bcm) and limit costly
gas transit through Ukraine where 90 bcm of
natural gas passes through annually.
However, heavy U.S. sanctions have
prohibited
European
companies
from
completing the pipelines. Furthermore,
Germany’s regulators denied waiver of EU
rules, legislating that 50% of the pipeline
must be reserved for alternative suppliers
other than the state-owned Gazprom.
Altogether, the prospects of the Nord Stream
2 appear muted and a delayed completion
will only take a further toll on Gazprom’s
earnings as it expects a US$10 bn operating
loss in 2020.
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