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Developing economies are booming and investors are rushing to take advantage.
But is the current emerging market strength evidence of a structural change in
the global economy, or merely a cyclical shift? Vanessa Drucker reports.

t is different this time.

Those four little words are

some of the most dangerous

for investors. The tequila
crisis hit Mexico in 1995, the Asian con-
tagion rocked that region in 1997, and
the Russian rouble collapsed a year
later. After the debacles of the late
1990s, many investors swore off emerg-
ing markets forever. It was only last
year that the MSCI Emerging Markets
index regained its old high in depreci-
ated dollar terms. Yet those same
investors, and traders - whose memo-
ries reach back about 80 seconds - are
piling back into the high-growth, high-
risk corners of the globe again.

Is it different this time around? And
what has changed for better or worse?
[s the current strength in developing
markets a structural or a cyvclical one?
Or even a bubble?

One school would argue that the
entire movement is in fact a grand bet
on energy and other commodities, and
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away from the information technol-
ogy that dominated the previous
decade. Emerging market bulls like
Julian Mayo, investment director
at London Charlemagne Capital,
counter: “For every country that ben-
efits from commodities, others don't,
like Korea and Turkey.”

Developing markets have clearly
hit a fortuitous cycle. The world is
awash with liquidity and investors
are ravenous for yield. A culmination
of events has led to liberalised mar-
Kets, with greater transparency, cur-
rent account surpluses and rebuilt
reserves, a much larger constituency
of longer-term foreign investors,
investments in infrastructure, and
governments that are friendlier to
direct investment. Lou Gerken, of San
Francisco-based Gerken Capital Asso-

The increase in foreign shareholding
alone has shaken up the compass. Con-
sider that in South Korea, for instance,
foreign shareholding has grown from
almost nothing to more than 40% in 20
yvears. As foreigners take ownership of
increasing amounts, they impose more
pressure on locals to comply with
added transparency and better regula-
tion. “International capital is blind. If
you don't like what vou see in Korea,
vou can take your money out and put it
in Taiwan,” Mayo says.

_Another aspect of foreign owner-
ship has evolved, as serous institutions
now take longer-term perspectives. His-
torically, most investors in emerging
markets constituted “hot money"”, as

ciates, sees a secular change, rather

than a “flavour of the month".

Over the decade, the main emerging
markets have made palpable progress.

Gerken says. Now, as some begin to

recognise what could be a 20 or 30-year
horizon, they commit for extended peri-
ods, and thus reduce volatility.

The 1990s crises delivered harsh
medicine, but instilled valuable lessons
at both the micro and macro levels.
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