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The financial crisis and its effects on emerging markets (EM) are increasingly hitting the 
headlines. The weight of anxiety in global markets has shifted to EM over the last few days, with 
Asian asset values coming under particular pressure. There are also concerns over the health of 
the banking systems in some EM economies as investors shift their focus from the developed 
world, where central banks and governments have taken action to address the financial 
problems. However, it is not all bad news and we are still positive on the region as a whole.  The 
current sell-off, to some degree, is driven by the herd mentality of many investors: 
fundamentally, most emerging markets remain strong.  EM stock markets have not decoupled, 
but there is still an argument that their economies will do so.  This is due in part to the fact that 
EM countries are trading more with each other, such that less than 20% of EM exports now make 
their way to the US.  Emerging markets continue to grow healthily despite the troubles currently 
faced by developed economies, and strong fundamentals coupled with ever cheaper valuations 
make them well placed going forward. 
 
LATIN AMERICA 

At the regional level, Latin America has continued to decline in US dollar terms. October has seen 
the region fall on an absolute basis by 41.1% so far, bringing year-to-date performance to -
56.6%.  The recent downturn has been driven to some degree by the situation in Argentina and 
the contagion effect across the other Latin American markets.  President Kirschner announced 
plans to nationalise Argentina’s private sector pension fund system, with the intention of seizing 
all the system’s assets and, in exchange, guarantee all future pension payments. As a result, 
Argentine assets are pricing in a very high probability of default.  However, we believe that this 
is unlikely, as the country's financing needs over the next two years are manageable - around 
USD 2.5 billion this year and USD 7 billion next year (according to our calculations). This move is 
subject to congress approval (which is not a given). If anything, this is a positive in the near 
term as the Treasury will have a larger domestic source of financing available, which it can 
readily tap. Furthermore, the assets held by the pension funds dwarf Argentina's financing 
needs. It is also important to remember that Argentina makes up only 0.7% of the MSCI EM 
Index and just over 2% of the Latin American Index. 

 
EMERGING EUROPE 
Emerging Europe and the Middle East (EMEA) have also witnessed negative returns, with the 
region falling 41.1% on an absolute basis this month.  Investor sentiment has been particularly 
weak on Russia due to falling energy prices and political tension.  The Russian financial sector 
has also experienced major difficulties in the past month, with small and mid-size banks that are 
reliant on wholesale lending experiencing liquidity issues. The government has injected massive 
amounts of liquidity into the financial system and still has a substantial buffer in the shape of its 
USD 530 billion reserves, the third largest in the world.  Real estate is also under close scrutiny 
as the property sector has experienced a bubble and highly-leveraged companies are facing 
refinancing issues. S&P has lowered its long-term sovereign credit rating on Russia to negative 
as it expects corporate and financial sector defaults to increase substantially. As for Turkey, the 
current account deficit, which stood at 5.8% of GDP in 2007, is usually cited as a weak point.  
However, this is lower than for a number of other emerging European countries and falling 
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energy prices should reduce it further. The Turkish financial system is in a healthier state than 
those of many other countries in the region as Turkish banks have no exposure to illiquid assets, 
mortgage lending criteria are prudent and there has been no bubble in property prices.  
Mortgage penetration in Turkey is still relatively low.  The funding of the banks is mainly based 
on deposits, with limited dependency on wholesale funding. S&P has kept its credit rating 
unchanged for Turkey and sees the healthy financial system and tight fiscal policy as positive 
factors. Hungary’s slow growth and current account and budget deficits make it one of the 
weakest links in Emerging Europe. The financial sector is facing some major issues as its loan to 
deposits ratio is high, foreign currency lending is widespread and banks are heavily reliant on 
non-deposit funding. The Central Bank has raised its interest rate by a record 300bp to 11.5% in 
order to support the ailing forint, while the ECB has pledged to lend up to EUR 5 billion to the 
Central Bank so it can inject liquidity into the system. 
 
ASIA 
Stock markets in Asia continued their sell-off in October, down by 28.2% with the trend 
accelerating through the month. The possibility of a deep global recession was reflected in lower 
growth prospects, although they still far outstrip those of developed markets, while extreme risk 
aversion caused by the deepening credit crisis was mirrored in falling stock markets and 
currencies across the region.  To help counter this, central banks moved from a tightening to an 
easing bias, shifting their attention from fighting inflation to stimulating growth, mimicking 
interest rate cuts across the globe.  China cut interest rates by 27bp again in response to lower 
inflation figures, while India took the pre-emptive measure of reducing the repo rate by 100bp. 
There is considerable doubt about the transparency of some financial institutions in terms of their 
subprime holdings, leading to a loss of confidence by investors and customers. Governments 
across the region announced emergency measures and stimulus packages to try to calm the 
markets and bring the financial sector into line, while China made moves to stimulate economic 
growth by easing lending restrictions and initiating property reforms.  While the US outlook 
remains poor, China’s more aggressive policy easing should put a floor under its growth next 
year. 
 
Conclusion 
The last few weeks must rank as one of the most remarkable periods in the history of global 
financial markets and we continue to witness extreme volatility.  We remain concerned about the 
situation in the financial sector in the US and Europe, while emerging markets remain under 
pressure due to rising credit costs at the corporate and, more recently, the sovereign level.  
Spreads have widened significantly in recent weeks and currencies are weak against the US 
dollar.  However, large reserves held by central banks, particularly in the BRIC countries, are 
likely to mitigate some of the pressures on corporates, as they may be used to provide funding 
or to intervene in the FX markets. We also expect significant easing of monetary policy in both 
emerging and developed economies as the threat of inflation recedes in the fourth quarter. 
 
Emerging market economies have varying degrees of exposure to the developed world 
slowdown.  In terms of exports, Latin America is mainly exposed to the US, EMEA is leveraged to 
Europe, and Asia is more balanced in its sensitivity to the major developed economies; indeed, 
Asia relies most on emerging markets for its exports.  External demand is set to weigh on 
emerging market growth.  Furthermore, the increased risk aversion seen last week is likely to be 
with us for some time. That said, we still expect EM to grow five times faster than their 
developed peers in 2009-2010.  Industrialisation is still in its early stages and BRIC economies 
are set to continue to dominate global growth for several decades. 
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This document has been prepared solely for informational purposes and does not constitute 1) an offer to buy or sell or a solicitation of an 
offer to buy or sell any security or financial instrument mentioned in this document or 2) any investment advice. Any decision to invest in 
the securities described herein should be made after reviewing the most recent version of the prospectus, which can be obtained free of 
charge from Fortis Investments*. Moreover, prospective investors should conduct such investigations as the investor deems necessary and 
should seek their own legal, accounting and tax advice in order to make an independent determination of the suitability and consequences 
of an investment in the securities. The opinions contained herein are subject to change without notice. 
 
Investors should ensure themselves that they read the last available version of this document. 
 
Please note that past performance is not an indication of future performance.  The value of investments can go down as well as up, and 
you may not get back the full amount invested. Changes in the rates of foreign exchange may cause the value of investments to fluctuate. 
 All products are subject to purchase and sales charges.  
The returns will be reduced by the management fees and other expenses incurred in the management of a customer's account. The 
performance numbers shown are for illustrative purposes only to indicate possible returns. Please note that returns are unlikely to match 
exactly those of the funds shown as charges and tax treatment may differ. 
 
For more information, please contact fortisfunds@fortisinvestments.com
 
Fortis Investments is the trade name for all entities within the group of Fortis Investment Management. This document has been issued by 
Fortis Investment Management Belgium N.V./S.A. (address : Avenue de l’Astronomie 14, 1210 Brussels, Belgium, RPM/RPR 0882 221 433) 
which is part of the Fortis Investment Management group. 
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