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Financial markets commentator David Wigan offers his thoughts on the key trends revealed 

by TAC ECONOMICS quantitative models and insight. 
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• Mature economies: the rate rollercoaster 

• 12% vaccinated globally – economic implications 

EM political risks rising as COVID bites 

New waves of COVID infections in emerging markets are putting economies and political 

systems under pressure, with Latin American and Asian countries most exposed.  More than 

half of the 20 largest EMs have a higher reading on TAC’s Epidemiological Stress Index than 

a year ago, with Columbia, Thailand, and Malaysia occupying the top three positions.  

The pandemic has dealt EMs the most severe economic shock for more than 70 years, amid 

massive supply and demand disruptions that have precipitated sometimes deep recessions. 

This comes against the background of a progressive slowing in EM GDP growth that has been 

in place for almost a decade—largely as a result of China’s moderating expansion. 

While the current year is likely to bring something of an economic rebound, driven by a 

recovery in global trade, the picture will be uneven. Economic performance will be indexed 

to the success of governments in managing the impacts of the pandemic, as well as exposure 

to tourism. China has fared well (seeing 18.1% year-on-year growth in Q1). Elsewhere, Poland, 

Czech Republic, and Mexico are seeing an improvement in business conditions, while 

Malaysia, India, Taiwan and Russia are seeing deteriorations – evidenced by sharply lower 

manufacturing PMIs.  Overall, lower-income countries have been most effected, reflecting 

significant fiscal shocks and rising foreign currency debt, alongside weak reserves.  TAC 

predicts many EMs will struggle to achieve growth levels predicted pre-pandemic anytime 
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soon. This, in turn, will lead to reductions in capital inflows (mainly portfolio rather than FDI), 

which will be exacerbated by a strongly recovering US economy.  

With inflation accelerating, particularly in African countries (Angola, Ethiopia, Nigeria, Guinea, 

Ghana) and some larger EMs, there is rising pressure on policy makers to normalize 

benchmark rates. Balancing the need for growth against controlling the inflation dynamic will 

be a tricky challenge. 

There are significant implications of the current challenges on the political and social 

landscape. A perception of mismanagement of the pandemic, persistent loss of income, 

higher unemployment, increasing poverty and rising inflationary pressures have the 

potential to cause political upheavals and social unrest. Already, there have been mass 

protests in Colombia, local protests in Algeria, Brazil, Lebanon, Sri Lanka, and Tunisia, and an 

electoral crisis in Peru.  Amid higher inflation than GDP growth, Algeria, Angola, Congo, D.R. 

Congo, Honduras, Iran, Madagascar, Nigeria, Pakistan, Turkey, Ukraine, and Zimbabwe are 

likely to see rising pressure on political elites. 

EM corporate debt a cause for concern 

The permanent loss of EM income due to the economic shock has caused debt ratios to 

significantly deteriorate. Indeed, TAC analysts say that EMs have entered a new era of 

permanent corporate and sovereign debt overhang, which will test banking system assets 

and restructuring capabilities, as well as lift borrowing costs in more vulnerable economies. 

The EM debt situation is a reflection of rising debt levels globally. Total global debt has risen 

12% since the beginning of the pandemic to a record high of almost US$300 trillion, or 360% 

of global GDP. EM debt represents 30% of that total, and EM non-government debt grew 

faster during the pandemic than in developed markets.  Given pressure on corporate profits, 

corporate sector risk is rising. TAC models highlight Brazil, Poland, and India as likely to see 

significantly higher corporate risk over the coming period.   

Sovereign debt risks, amid rising pressure on deficits, ratings downgrades, and possible 

restructuring, are notable in Croatia, Ecuador, Mongolia, and Tunisia. 

Mature economies: the rate rollercoaster 

Low, then higher, and now lower again. Developed market rates have been on a rollercoaster 

ride over the past year. The most recent dip in the US 10-year has seen yields back down to 

1.32%, after hitting 1.75% in January, apparently on course for “normalization”.  That now 

seems highly unlikely in the short term, with TAC models assigning a 75% probability that 

yields will stay below 1.43% over the northern hemisphere summer. TAC calculates fair value 

on the 10-year to be 2.94%, so the gap is significant. 

Equity markets, meanwhile, continue to trade rich to fair value. However, the models suggest 

they are set fair for July and August, with a double signal in the S&P 500 predicted from 

September onwards. Equally, European indexes are trading well above fair value. On a six-

month view, deterioration signals are stronger that in the US.   

Corporate spread dynamics suggest widening spreads over the next six months, with a 

return to equilibrium values (+20bp on the EUR target, +50bp on the US target).  Canny 

investors will monitor spreads in coming months, given too much widening my undermine 

profitability and create a sharper equity correction.  
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12% vaccinated globally – economic implications 

At the time of writing, just 12% of the world’s population has been fully vaccinated against 

COVID. Some 11 billion doses are required to get that number up to 70%— considered the 

minimum to achieve herd immunity. The best-case timeline, according to TAC analysts, is the 

end of 2022, before which economic activity will continue to be impacted.  Even in mature 

economies, where 40-50% of the population is vaccinated, the recent upsurge in cases 

suggests a bumpy road ahead. The key variables to monitor are associated with the capacity 

of health systems to address increases in hospitalization. These will indicate whether 

restrictive measures will be necessary.  

Still, despite these worrying dynamics, the general economic trend remains positive. After 

China and the US returned to near full capacity, Europe and key EMs should be next in line. 

Services PMIs will be key indicators, which in turn will be driven by confidence.  If a return to 

lockdown’s can be avoided, second and third quarter growth should accelerate. Looking 

further ahead, TAC expects growth to moderate as base effects fall away, but with the US 

ahead of Europe as government support measures are withdrawn in the latter and inflation 

abates.  In the US, TAC expects the Fed to announce tapering over the summer, perhaps 

joined by the BOE, while the ECB sticks. Interesting times for policy makers and investors 

alike. 
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These assessments are, as always, subject to the 

disclaimer provided below. 

This material is published by TAC ECONOMICS SAS 

for information purposes only and should not be 

regarded as providing any specific advice. Recipients 

should make their own independent evaluation of 

this information and no action should be taken, 

solely relying on it. This material should not be 

reproduced or disclosed without our consent. It is not 

intended for distribution in any jurisdiction in which 

this would be prohibited. Whilst this information is 

believed to be reliable, it has not been independently 

verified by TAC ECONOMICS and TAC ECONOMICS 

makes no representation or warranty (express or 

implied) of any kind, as regards the accuracy or 

completeness of this information, nor does it accept 

any responsibility or liability for any loss or damage 

arising in any way from any use made of or reliance 

placed on, this information. Unless otherwise stated, 

any views, forecasts, or estimates are solely those of 

TAC ECONOMICS, as of this date and are subject to 

change without notice. 
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