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IN THE INITIAL CRISIS PHASE, EMDEs’ PERFORMANCE
EXCEEDED EXPECTATIONS

EMDEs showed unexpected resilience in the face of the global financial crisis of
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While it is hazardous to generalize across EMDE regions—clearly, the 2014 fall in
oil prices had a big impact in the Middle East and Central Asia—several factors
drove the rise in sovereign debt ratios after the early 2010s. First, rapid growth
during the global boom preceding the global financial crisis, having flattered
fiscal sustainability metrics, also generated pressures for new government
spending commitments. Second, global capital markets eagerly financed such



PB 21-21 | OCTOBER 2021

Figure 5
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Figure 6
Growth in emerging-market and developing economies and the global
financial cycle, 1980-2019

Sources: GFCy variable with data updated through 2019 is available at https://silviamirandaagrippino.
com/code-data. The raw monthly data are averaged to derive annual observations. Real GDP growth is
from International Monetary Fund, World Economic Outlook database, April 2020.

Unsurprisingly, the dollar’'s nominal effective exchange rate is highly
negatively correlated with the GFCy indicator of Miranda-Agrippino and Rey,
such that dollar strength coincides with a more contractionary level of the cycle.
Figure 7 illustrates this negative correlation in monthly data. A stronger dollar
can reflect tighter monetary conditions in the United States, but it also tends
to reflect higher global risk aversion that raises the demand for dollar assets
(with risk aversion, in turn, possibly reflecting shifts in anticipated or actual Fed
policy). Dollar strength thus is a powerful common factor driving both the global
financial cycle and the EMDE business cycle.

The dollar affects EMDE activity through several channels, but two key
channels are a strong dollar’s negative association with global trade volume
growth (figure 8) and real commodity prices (figure 9).% In both of these figures,
the dollar’'s nominal exchange rate is a trade-weighted average rate against seven
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dollar prices of advanced-country foreign currencies (which is why the scale of the
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Figure 8
World trade volume growth and nominal US dollar appreciation, 1980-2019

Sources:
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even to highly-vaccinated countries, as COVID-19 pockets are effectively labs
for the creation of new variants of SARS-CoV-2. Indeed, the current pandemic






