CAPITAL OUT
BUT BEWARE

Capital outflows from Emerging Markets (EMs) bottomed out in March
but could increase again should renewed trade tensions continue. Total
portfolio outflows from EMs moderated to an estimated -USD18bn in April
MANFRED STAMER from the record outflow of -USD88bn in March. This reflects a turnaround
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magnitude in March) and a significant deceleration in other Asian
countries, as well as lower outflows from Emerging Europe, the Middle East
and Africa (see Figure 1). In contrast, portfolio outflows from Latin America
remained substantial at -USD13bn in April (-USD16bn in March), largely
due to much increased outflows from Mexico and Colombia, which were
hit hard by the further slide in global oil prices last month. More generally,
financial markets have begun to discriminate between rather resilient and
more vulnerable EMs after withdrawing capital across the board in March
when the potential size of the Covid-19 shock was still very unclear. The
performance of EM currencies supports this view. After sharp depreciations
in March, most currencies stabilized or even rebounded vs. the USD in April
but a few continued to weaken, notably those of Brazil (-7%), Mexico (-4%),
South Africa (-6%) and Turkey (-6%). Looking ahead, the renewed trade
tensions between the U.S. and China, which have contributed to a softer
start to the week in equity markets, could again lead to increased capital
outflows, as occurred in August 2019 (-USD19bn) for example. Overall,
however, we do not expect a month with similar outflows as seen in March
over the next year.
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Weaker Emerging Markets may prioritize keeping the economy going,
risking a high Covid-19 death toll. The economic cost of a full-blown
lockdown is very high in many EMs. First, there are those with substantial
structural weaknesses, such as a high dependence on exports of goods
and services —and in this event in particular on exports of commodities and
tourism services — a high share of informal employment and/or weak
employment protection. Second, there are EMs that went into the health
crisis with significant macroeconomic imbalances, such as large fiscal
and/or current account deficits, a high dependence on external financing,
low foreign exchange reserves and/or overvalued currencies. EMs that fall
into these categories may opt to de-confine too early or to forgo
confinement altogether in order to mitigate the slowdown of their
economies. The aim or need to limit fiscal stimulus may also play a role.
Figure 2 indicates that South Africa, India, Brazil, Indonesia and Turkey are
large EMs with a high economic vulnerability to confinement. Hence, it is
no surprise that both Brazil and Turkey, for example, have not imposed
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strict shutdowns (yet), even though their health indicators are also weak.?
However, such a strategy carries the risk of a much more severe and
lengthy sanitary crisis later on, which would eventually also hit the
economy hard. For example, Turkish authorities emphasize that they want
to rescue the tourism season of 2020 but this will be very unlikely if the
death toll due to Covid-19 continues to rise.

Overall, the above analysis is consistent with our earlier conclusion that the
following large EMs — Argentina, Turkey, South Africa, Mexico, Chile,
Pakistan, Indonesia, Malaysia and Romania — as well as a number of
Frontier Markets are most at risk of rating downgrades and subsequent
sovereign and corporate defaults.?

We continue to forecast real GDP in Emerging Markets as a whole to
contract by -0.7% in 2020.

Although capital outflows from EMs bottomed out in March, the real
economies will continue to slide for now. Manufacturing PMls of EMs
released this week confirm a sharp deceleration of economic activity in
April and a bleak outlook for the coming months. Our proprietary
Composite EM Manufacturing PMI worsened to 42.3 points in April (from
49.6 in March). Excluding Ching, which is already in recovery (PMI at 50.8
in April), the composite index dropped to 34.0 (from 47.2). This supports
our baseline projection of a steep economic contraction in the EMs as a
whole in the second quarter, followed by a gradual recovery starting in the
second half of 2020. We forecast EM real GDP to contract by -0.7% in 2020,
followed by a strong recovery to +6.4% in 2021 (for details on forecasts for
the main regions and key EMs see Figure 3).

Figure 1 - Total portfolio flows by region, USDbn
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Sources: IIF, national statistics, Allianz Research estimates

!In Brazil, several regional governors have imposed lockdowns but the central government has not. In Turkey, the government has only
imposed “weekend lockdowns” in around 30 provinces a few times.
2 See Emerging markets: How to fight Covid-19 without 'whatever it takes', p.5, for further details.
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https://www.eulerhermes.com/content/dam/onemarketing/ehndbx/eulerhermes_com/en_gl/erd/publications/the-watch/20200402_EMWallAhead.pdf

Figure 2 — Economic vulnerability to confinement and health readiness to
de-confine for selected economies
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Figure 3 — Real GDP growth forecasts in Emerging Markets

Real GDP growth 2019 2020f 2021f
EMERGING MARKETS 3.8 -0.7 6.4
Latin America 0.7 -4.1 3.7
Brazil 11 -5.0 5.5
Mexico -0.1 -4.5 3.6
Argentina -2.2 -6.0 3.5
Columbia 33 -1.0 1.7
Chile 1.0 -3.7 2.3
Peru 2.2 -1.7 2.4
Emerging Europe 2.3 -3.9 6.1
Russia 1.3 -2.5 5.2
Turkey 0.9 -3.3 7.6
Poland 4.1 -3.8 6.6
Czechia 2.6 -7.5 8.5
Romania 4.1 -5.5 6.0
Hungary 49 -5.0 5.5
Slovakia 2.3 -8.0 7.0
Emerging Asia 5.2 0.8 7.6
China 6.1 1.8 8.7
India 4.9 0.9 7.3
South Korea 2.0 -2.1 4.5
Indonesia 5.0 0.8 6.7
Thailand 24 -2.6 3.0
Hong Kong SAR -1.2 -4.3 -2.7
Singapore 0.7 -3.9 5.2
Middle East 0.1 -4.5 2.4
Saudi Arabia 0.3 -2.0 2.0
UAE 2.2 -2.5 1.5
Africa 1.9 -1.6 3.6
Nigeria 2.0 -3.0 25
South Africa 0.3 -5.3 4.5

Sources: National statistics, Allianz Research forecasts
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These assessments are, as always, subject to the disclaimer provided below.

FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks
and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such
forward-looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive
situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including
from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v)
persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii)
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures, and (xi)
general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors may
be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

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