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Portfolio rebalancing effect of QE: as yields on government
securities decline, investors seek better rate of return flock to
equity markets.

Tapering expectations have caused capital to flow out of EMs,
resulting in currency devaluation.

Currency devaluation impedes ability of EM economies to pay
USD denominated liabilities.

Fed failed to consider impact on EM when deciding to taper.
QE3 caused speculative bubbles in EM currency, commaodity,
financial markets, and real estate.

Outflow of capital from EM upon taper creates other problems.
Tapering could give rise to international tensions.

In a highly integrated global economy, U.S. monetary policy has
significant spillover effects on other global economies.

EM economies lulled into false sense of security by increased
liquidity, allowing external and local imbalances to develop.
Fed’s monetary policy loosening has contributed to loosening in
the world’s other major advanced economies.

Global liquidity may have undermined EM market discipline.
Easy financing has led to postponement of needed structural
reforms and budget adjustment in EM.

EMs may be in an improved position to deal with reversal of
capital flows due to increased levels of international reserves,
lower levels of external debt, and flexible FX regimes.
Countries with external imbalances or a reliance on external
funding most vulnerable to effects of tapering.

Negative effects on EM economies will likely be temporary and
part of their adjustment process back to normalization of
monetary policy.

Tapering could temporarily negatively influence EM growth.
Tapering of QE risks flaring up inflation in EM.

Availability of cheap money throughout QE may have fuelled
inflation in some EM countries by stimulating demand.
Gradual taper should reduce limit impact on inflation.
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Market Correction e Low rates buoyed equity as investors sought higher yields.
e QE failed to improve economy and ease unemployment.
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in 2013.

Currencies of Turkey, South Africa, and India have declined
significantly.

EM Central banks have responded by attempting to stabilize
currencies, a move that could slow growth.

Decisions by the Fed ripple throughout the global economy.
EM economies knew that QE would be temporary. Should have
been better prepared for the inevitable.
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EM experiencing drop in currency, bond, and equity markets.
During QE3, depressed interest rates in advanced economies
caused investors to direct capital towards EMs.

Following taper, capital to flow back to advanced economies.
Overdependence of EMs on U.S. dollar and policy mistakes
exacerbate problem.

Taper too soon as inflation and labor markets yet to recover.
Some doubt that QE has been a credible driver of EM growth in
the past few years.

Private capital inflows into EMs peaked in 2007, before QE.
Forces preceding QE were primarily responsible for EM
performance in past 10 years (e.g. economic reforms).

As developed markets recover, policy rates and yields will edge
higher in EMs and developed markets.

Most EM (emerging market) currencies actually appreciated
following the Fed’s tapering announcement.

India was the exception (17% currency depreciation).
Tapering signals improvement in American economy: positive
for global trade.

EMs with credible fiscal and monetary policy have fared best.
Reaction to tapering announcement was for foreign
institutional investors to reduce exposure to EM economies in
expectation that liquidity would be reduced and interest rates
would rise.

Royal Bank of India has taken steps since initial tapering
announcement to make up for the outflow of foreign
investment.

Tapering unlikely to have significant impact on stock and
currency markets.

Quantitative easing (QE) contributed to greater capital flows
and exchange market pressures in EMs.

Threat of tapering QE3 created pressures in EMs, namely
capital outflows and sharp currency adjustments.
Pressures were not uniform and were felt acutely in
macroeconomically vulnerable economies.
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