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DECOUPLING
Fresh research on the decoupling of EM 

economies from US cycles and the implication 
for EM investments



Four key questions for assessing the reality or the 
sustainability of EM decoupling

1. What is the intensity of the “real” transmission 
mechanisms from US / EUZ cycles to EM?

2. What is the intensity of the credit / financial 
transmission mechanisms ?

3. Where are the non-linear threshold or triggers in such 
transmission mechanisms ?

4. What is the ex ante vulnerability of EM to sudden 
changes in real / financial conditions worldwide ?
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1 – “Real” transmission mechanisms

Econometric estimations of the elasticities of EM GDP to US 
GDP, and of EM exports to US household consumption

Caution on statistical estimates (stability over time, signs of 
the coefficient, inclusion of other variables…)
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ELASTICITY OF DOMESTIC GROWTH TO US GDP GROWTH
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ELASTICITY OF EXPORTS TO US CONSUMPTION GROWTH
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2 – Credit / financial transmission 
mechanisms

Direct market correlation (equity, fixed income, real estate): 
this is harder to detect in “exceptional” circumstances

A global measure of the elasticity of domestic credit 
expansion to US credit growth: the only way to capture the 
complexity of the financial relationships worldwide (carry 
trade, internationalization of financial institutions, …)
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CHANGE IN EQUITY PRICES (Mar.08 compared to peak since Jan.07)
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ELASTICITY OF DOMESTIC CREDIT TO US CREDIT GROWTH
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3 – Non-linear thresholds and self-
reinforcing mechanisms

The most complex element in the analysis: where are such 
mechanisms and how to measure them

TAC uses a set of complex non-linear tools in its research 
work (neural networks, random forest, recursive 
partitioning, SVM, …)
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4 – Ex Ante vulnerability of major EM

Analysis of the “endogenous” vulnerability, as suggested by 
TAC’s RiskMonitor tool (using 4 Fundamental Balances 
and critical thresholds)

Analysis of the global demand and trade vulnerability 
(using demand and export structure)



�*

RiskMonitor Fundamental Economic & Financial Balances 
and current vulnerabilities

Growth Balance: ability to grow without triggering 
unsustainable external deficits

Foreign Exchange Balance: valuation of the exchange rate 
and quality of reserves

Cyclical Balance: short-term cyclical dynamics, on real and 
monetary aggregates

Banking System Balance: ability of the banking system to 
withstand /amplify a macroeconomic shock
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TAC Banking System Balance
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Vulnerability related to demand and trade 
structure

• Share of total exports in GDP

• Share of the US and the EU in total exports
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Overall appreciation of emerging countries' vulnera bility
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To conclude, we construct a Synthetic Index of Risk associated to 
the financial crisis. 

� We gave simple values to individual components of such risk as
described in the research and made an arithmetic average of these 
components. The highest risk would be a Synthetic Index of 4 and
almost no risk would be an Index of 1. 

� The individual components of the Synthetic Index are:
� The Ex Ante Vulnerability (both endogenous and trade /        

demand related
� The intensity of the “real economy” transmission mechanisms
� The intensity of the credit / financial transmission mechanisms
� The quantified impact for GDP and the current account, in two 

scenarios, 
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� Mexico , Turkey and Ukraine show the highest Synthetic Index of 
Risk and would therefore be significantly affected by the current crisis, 
especially if it were to be prolonged over time.

� Symmetrically, Argentina , Peru, Russia , Egypt , Brazil and to a 
lesser extent India exhibit the lowest Synthetic Index of Risk .

� Thailand , South Africa , the Philippines , China , and Chile are also 
exposed to a significant risk .
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TAC SYNTHETIC INDEX OF RISK ASSOCIATED TO THE FINAN CIAL CRISIS
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