
 

PUBLIC 1 
 

Macro Insight  
12 June 2020 
For Client Use 

 

‘Fortress’ emerging markets   
 

The COVID-19 pandemic 
has presented a unique 
test for emerging market 
(EM) economies, which 
are a highly varied group 
 
 
 
We have developed a 
‘fortress’ rank to assess 
which EMs are better 
positioned  
 
 
 
 

Our views 

We think China and 
industrialised Asian 
economies (Korea, 
Taiwan) are best 
positioned for 
recovery from the 
COVID-19 shock 
 
This supports our 
strategic preference 
for Asia ex. Japan 
equities over other 
parts of EM  

 
 
 
 
 

The COVID-19 pandemic has presented a unique test for emerging market (EM) economies. 
Some have withstood the challenge considerably better than others. This reflects the fact that 
they are a highly varied group. The industrial north Asian tigers of South Korea and Taiwan 
have little in common with the commodity exporters of Latin America. It is in this diversity that 
we see scope for ongoing divergence in EM performance as the crisis progresses. 

Not all EMs are equal 

In order to assess which countries are potentially better positioned to meet the test of COVID-
19, we look through various lenses. These include a country's healthcare response, growth 
resiliency, external dependence, and capacity for economic policy support. 

We have combined these five factors into a blended average to produce a ‘fortress rank’ (Figure 
1). Notably, this shows North Asian economies such as Taiwan, Korea and China at the top and 
a broad range of Latin American and non-Asian economies including Mexico and South Africa 
towards the bottom. 

Figure 1: Our ‘fortress ranking’ framework 

 Source: HSBC Global Asset Management, as at 9 June 2020. Any views expressed were held at the time of 
preparation and are subject to change without notice.  

With regard to the specific challenge posed by COVID-19, the healthcare response is a key 
factor in our framework. For example, widespread testing in Korea and Taiwan has contributed 
to a flattening of the virus case count (Figure 2) and the more rapid lifting of economically 
damaging lockdown measures. 
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China, Taiwan and Korea 
got on top of the virus 
quickly, allowing swifter 
easing of lockdown 
measures. This is 
reflected in road traffic 
indicators  
 
 
 
 
 
 
 
 
Countries with higher 
fortress rankings have 
seen relatively stronger 
asset performance, but 
there are some 
exceptions 
 
 
 
 
 
 
 
 
 
 
 
We have a strategic 
preference for Asia ex. 
Japan equities given good 
prospects for China, 
Korea, and Taiwan  
 
Being selective within EM 
assets is key 

This measure also incorporates the availability of hospital beds per capita. Again, North Asian 
countries score well here, whereas countries in Latin America, and India, show a poor 
availability of medical resources to deal with the crisis. 

With this in mind, it is little surprise that countries in North Asia have shown reasonable growth 
resilience this year, with downgrades to their 2020 growth projections of around 1-4%. Figure 3 
shows a clear ‘back to work’ dynamic taking place in various Chinese cities and in Taiwan’s 
capital, Taipei. 

This compares favourably to various countries in Southeast Asia and Latin America which have 
seen larger downward revisions in the mid-to-high single digits.  

Growth resilience can also be determined by a country’s external dependence. In this sense, 
we think EM economies are vulnerable if they have a heavy dependency on oil and commodity 
exports (Russia), on trade in goods (Malaysia), or on remittances from abroad (Mexico). 

Finally, policy flexibility offers an important remedy, and is typically determined by a 
combination of factors, both internal (fiscal and monetary policy) and external (trade balances 
and foreign currency reserves). Here too we find advantages for North Asia, and is reflected in 
Korea’s government announcing support measures worth over 10% of GDP.  

 Figures 2 & 3: Covid-19 case developments, and road traffic congestion 

Source: European Centre for Disease Prevention and Control, Bloomberg, HSBC Global Asset Management as at 9 
June 2020. Any views expressed were held at the time of preparation and are subject to change without notice.  

What does this mean for valuations? 

In Figure 4 we compare each country’s fortress rank with year-to-date (to end-April) changes in 
its real effective exchange rate (a broad measure of a currency's value). This way we can 
understand if valuations adjusted according to underlying fundamentals as we assess them.  

This analysis confirms that countries with higher fortress rankings broadly saw relatively 
stronger real exchange rate performance. However, there are notable exceptions, with 
valuations in Brazil and Russia arguably moving too low. This may be because of significant 
commodity price weakness and high case numbers in both countries (Figure 2 again).  

Figure 4: Real exchange rate developments across EM economies 

Source: Bank for International Settlements, HSBC Global Asset Management. Year-to-date period up to the end-
April. Any views expressed were held at the time of preparation and are subject to change without notice.  

 

  

 

100

1,000

10,000

100,000

1,000,000

0 25 50 75 100 125

Taiwan
Korea
China
India
Russia
Brazil

Number of days since 100 cases first reported

Total cases

-100%

-80%

-60%

-40%

-20%

0%

20%

Average weekday peak congestion 
vs normal levels (wk. begining 1 June)

Korea
China

Taiwan

India

Malaysia

Thailand
Indonesia

Philippines
Mexico

Argentina

Brazil
Chile

Peru

Colombia

Poland

Russia

Turkey

South Africa

0

2

4

6

8

10

12

14

16

18

20
-25 -20 -15 -10 -5 0 5 10 15

Fo
rtr

es
s 

R
an

k

Year-to-date change in real effective exchange rate (%)



PUBLIC 

Investment implications 

Our ‘fortress’ methodology shows that the bright spot within EM is China and industrialised Asia (especially Korea and Taiwan). In our view, 
this set of countries is well placed to benefit from a growth recovery in China supported by strong policy action.  

Therefore, we maintain our strategic preference for Asia ex. Japan equities over other parts of EM, and believe an overweight view on 
Asian high yield corporate bonds also makes sense. Our analysis also makes the case that currencies in China, Korea, and Taiwan 
deserve to be stronger. 

Meanwhile, although more vulnerable parts of EM - as highlighted in our framework - saw sharp selloffs earlier this year (Brazil, South 
Africa, Mexico), a recent recovery in these countries suggests that cheap valuations offer some ‘fortress-like’ protection to assets.  

Overall, the varying resilience of EM economies to the COVID-19 pandemic and differing valuation context implies that being selective 
within EM assets is key.  

Alfred Hong, Zac Tate, and Hussain Mehdi, Global Investment Strategy Team 
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Important information: 
 
The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for 
any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may lead to legal 
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking 
statements which provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of 
future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such 
forward-looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking 
statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking 
statements. This document has no contractual value and is not by any means intended as a solicitation, nor a recommendation for 
the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions 
expressed herein are those of HSBC Global Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. 
at the time of preparation, and are subject to change at any time. These views may not necessarily indicate current portfolios’ 
composition. Individual portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk 
preferences, time horizon, and market liquidity. 
 
The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where overseas 
investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. 
Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in some 
established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, accordingly, 
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative 
currency values and other protectionist measures imposed or negotiated by the countries with which they trade. These economies 
also have been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual fund 
investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, risks, 
charges and expenses carefully before investing. The prospectus, which contains this and other information, can be 
obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you 
invest. 
 
Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746. 
HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are provided by 
unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA, 
N.A. Products and services may vary by state and are not available in all states. California license #: OD36843. Investments, 
Annuity and Insurance Products:  Are not a deposit or other obligation of the bank or any of its affiliates; Not FDIC insured 
or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its affiliates; and 
subject to investment risk, including possible loss of principal invested.  
 
All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent 
tax advisor. 
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