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Emerging Markets Update
During recent weeks, news about emerging market (“EM”) countries has dominated headlines. On
nd
January 22 , weak Chinese manufacturing data triggered concern about growth in the world’s largest
emerging economy. One day later, Argentina announced its decision to let its currency slide, reflecting its
th
weak fiscal status and low foreign exchange reserves. On January 28 , the Reserve Bank of India
th
unexpectedly raised its policy rate by 25 basis points to fight persistent inflation. And on January 29 , the
central banks of both Turkey and South Africa raised their policy rates to curb steep declines in their
currencies. These events caused a setback in many EM equity markets (which were down 11% year to
1
date through February 3, 2014, and down 15% from their highs last October). In addition, they have led
some investors to worry about contagion effects, similar to those experienced in the 1997-1998 EM crisis.
While the recent slide in these EM markets has been notable and volatility may continue, we do not
believe that there is a high risk of contagion as the greatest weakness has come from relatively small EM
countries.
Fundamentally, the EM pressure we have witnessed to date has been confined to a small group of
countries with glaring weaknesses, namely high inflation, high budget deficits and quite often weak
government institutions. Collectively, the weakest EM countries (Argentina, Turkey, South Africa,
Indonesia, India, Hungary and Poland) have large current account deficits, on average 3.2% of gross
2
domestic product (“GDP”), and represent only 7% of total global GDP. This is in stark contrast to the
strongest EM countries (China, Taiwan, South Korea, Malaysia and the Philippines), which collectively
have current account surpluses that average 5.7% of GDP and together account for 14% of global GDP.
China, the largest EM country, has been slowing, but it’s important to remember that it is slowing from
elevated levels. The International Monetary Fund projects Chinese GDP growth of more than 7% in both
2014 and 2015, which are still strong levels, relatively speaking. In addition, in contrast to the mid-1990s,
EM countries are supported by massive foreign exchange reserves (in aggregate a total of $7.7 trillion
3
U.S.) which provide a lot of ammunition with which to potentially stave off a crisis.
In our opinion, the main reason for the recent volatility in EM financial markets is changing monetary
policy in the U.S. Since the financial crisis in 2008, several rounds of Quantitative Easing (“QE”) programs
caused sharp declines in EM interest rates, resulting in large increases in credit growth and strong
domestic demand. Indeed, the abundant liquidity provided by the U.S. Federal Reserve (the “Fed”) led
EM currencies and equities higher as global investors sought yield, which was still relatively attractive.
However, QE liquidity also resulted in significantly higher inflation in weaker EM countries. Today, the
combination of a U.S. economic recovery and subsequent reductions in the Fed’s QE program has
started to pressure both EM currencies and equities. For now, the weaker EM countries are being forced
to react by raising interest rates, either to support a falling currency (and attract foreign capital) or to
tackle persistent high inflation and financial imbalances, which we believe will mean ongoing volatility in
some EM equity markets and which contributes to TD Asset Management’s low direct exposure to EM
countries.
The modest amount of QE tapering in the U.S. (“decelerating easing” as we like to call it) has been more
than offset by the continued highly accommodative policies in both Japan and Europe. In aggregate,
global central bank balance sheets are still moving higher, currently approaching $9 trillion U.S., providing
an enormous amount of liquidity support to the global economy and financial markets. In addition, the
fundamentals of many developed economies, including North America and Europe, continue to improve.
In light of these improving fundamentals and ongoing central bank liquidity, on balance we believe that

| currentPerspectives | February 2014 | Page 1 of 2

February 2014

developed markets will weather the gyrations in the weakest EM markets. As such, we maintain our longheld preference for equities relative to fixed income and for high quality North American equities over
international and emerging market equities to help protect investors’ real savings and income.
We continue to monitor and evaluate the risks and rewards around the globe and to assess conditions
with the objectives and best interests of our clients in mind.■
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The information has been drawn from sources believed to be reliable. Where such statements are based in whole or in
part on information provided by third parties, they are not guaranteed to be accurate or complete. Particular
investment, trading, or tax strategies should be evaluated relative to each individual’s objectives and risk tolerance.
TD Asset Management, TD Wealth, The Toronto-Dominion Bank and its affiliates and related entities are not liable
for any errors or omissions in the information or for any loss or damage suffered. Certain statements in this
commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words
such as “expects”, “anticipates”, “intends”, “plans”, “believes”, “estimates” and similar forward-looking expressions
or negative versions thereof. FLS are based on current expectations and projections about future general economic,
political and relevant market factors, such as interest and foreign exchange rates, equity and capital markets, and the
general business environment, in each case assuming no changes to applicable tax or other laws or government
regulation. Expectations and projections about future events are inherently subject to, among other things, risks and
uncertainties, some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS
are not guarantees of future performance, and actual events could differ materially from those expressed or implied in
any FLS. A number of important factors can contribute to these digressions, including, but not limited to, general
economic, political and market factors in North America and international, interest and foreign exchange rates, global
equity and capital markets, business competition and catastrophic events. You should avoid placing any undue
reliance on FLS. Further, there is no specific intention of updating any FLS whether as a result of new information,
future events or otherwise. The TD Wealth Asset Allocation Committee (“WAAC”) is composed of a diverse group
of TD investment professionals. The WAAC’s mandate is to issue quarterly market outlooks that provide its concise
view of the upcoming market situation for the next six to eighteen months. The WAAC’s guidance is not a guarantee
of future results and actual market events may differ materially from those set out expressly or by implication in the
WAAC’s quarterly market outlook. The WAAC market outlook is not a substitute for investment advice.
®©Bloomberg and Bloomberg.com are trademarks and service marks of Bloomberg Finance L.P., a Delaware
limited partnership, or its subsidiaries. All rights reserved. All trademarks are the property of their respective owners.
®The TD logo and other trademarks are the property of The Toronto-Dominion Bank.
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