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To all our readers,

Firstly, I would like to wish all ISEG students that are reading our monthly

newsletter a great second semester. For some this can be their last one at our

university, while for  others, just another one in their journey to succeed at our

institution. 

In February we decided to approach developing economies. The largest

economies of today, could not be the same as the ones of tomorrow. The United

States of America has been leading only since the 20th century, according to

The Economist, in terms of GDP at PPP (purchasing power parity). Nonetheless,

from 1 AD to the late 19th century, the two biggest economies, in those terms,

were India and China, according to the same source. Some European countries

such as Italy, France or Britain (after the industrial revolution) were completing

the podium, even if still residual when compared to the former two. 

Some questions arise, should GDP and PPP be the only factor used when

considering developing countries? Are countries such as India in their path to

become, once again, leading economic powers?

We will start with an introduction to what developing countries are, by Pedro

Santos. Subsequently, João Ferraz will describe a specific type of crisis that

arises in these countries, based on an extensive research made by Ray Dalio.

Afterwards, Rodrigo Marques explains how natural resources affect the overall

well-being of the population of these countries. Lastly, Margarida Pardal makes

a brief essay about one of the most prominent emerging economies, India.

Kind regards to all.

Foreword

GUILHERME CORGA
MSc in Finance - LIS President



Article written by Pedro Santos

Low levels of access to safe drinking water, sanitation and

hygiene;

Poor infrastructures;

Poverty and low education levels;

Corruption at all government levels, and so on.

It is relevant to notice that the definition of a developing economy is not

universally agreed upon, and there is no clear agreement on which

countries fit into this category. Although no strict criteria exists, for an

economy to be considered developed or undeveloped, developing

economies share some characteristics, for example:

These countries have a less developed industrial base and a low Human

Development Index figure because, like it was mentioned above, there is

not an agreement in the criteria. 

However, it is important to try and answer the question, “What makes a

country undeveloped?”. According to the most reliable source, which is

agreed upon by most economists: The United Nations, more specifically,

the Department of Economic and Social Affairs of the United Nations

Secretariat, countries have been classified by their level of development.

This is measured by per capita gross national income (GNI), in other

words, GDP per capita, grouping countries as high income, upper middle

income, lower middle income and low income:

DEVELOPED VS DEVELOPING
ECONOMIES

PEDRO SANTOS
BSc in Economics

Image from Unknown Author, licensed under CC BY-SA
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Less than $1035 = Low Income countries

$1036$ - $4085 = Lower middle-income countries·        

$4086$ - $12615 = Upper middle-income countries

Over $12615 = High Income countries

Literacy rates

Access to education        

Access to healthcare

GNI per capita:

For countries that are difficult to categorize, economists turn to other factors to determine

development status, such as standard of living measures, like the infant mortality rate and life

expectancy, for instance. The Human Development Index plays a huge role in distinguishing developing

economies and developed economies, by looking at three standard of living criteria:

Therefore, a high per capita GDP alone does not provide developed economy status without other

factors. For example, the United Nations still considers Qatar, with one of the world’s highest GDP per

capita, in 2018, a developing economy because the it has extreme income inequality, a lack of

infrastructure, and limited educational opportunities for non affluent citizens. As a follow up to this

introduction, my colleagues will discuss issues regarding developing economies and what does that

entail, in regards to investors seeking to enter such markets.
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Article written by João Ferraz

Bubble phase between 1995 and 2001

Recession phase in 2001

Reflation phase between 2002 and 2012

Whose domestic currency is not considered a reserve currency,

thus there is no safe heaven bias towards that currency.

Where the foreign-exchanges reserves are low. These reserves

are part of the Central Bank balance sheet and are used to offset

the imbalances in the currency markets.

In the book “Principles for navigating big debt crisis”, Ray Dalio explains

thoroughly the characteristics and the causes of inflationary and

deflationary debt crisis. The template of the inflationary debt crisis was

created by averaging the twenty-seven worst cases of inflationary cycles.

Inflationary debt crises usually occur in developing economies, but

developed countries might experience it as well, during the late stages of

the economic cycle. This article will cover the six main characteristics of

countries that faced inflationary crises, along with examples from the

Argentina crisis that splits in three parts:

Inflationary crises are usually seen in countries:

In the early stages of the cycle, the economy is strong and most of these

countries export more than they import, thus the pressure from

international markets assure that the demand for the local currency is

high. Therefore, the central bank prints money to avoid excessive

currency appreciation, which keeps the economy competitive.

Subsequently, this newly printed currency is sold for foreign currency,

which helps to increase the foreign-exchange reserves and control the

excessive currency demand.

When the bubble bursts, there are massive outflows of capital. This

simply means that foreign investors are selling assets and exchanging

the local currency for their currency. When this happens, there is usually

a massive currency devaluation and the central bank has to balance

between these two options: let the currency devaluate (it keeps the

exports competitive, but savers will lose their savings) or sell the foreign-

exchange reserves (it helps to control the devaluation, but foreign-

exchange reserves dry up, which increases panic among international

investors).

THE CAUSES OF INFLATIONARY
DEBT CRISIS IN 

DEVELOPING COUNTRIES

JOÃO FERRAZ
MSc in Finance
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With a high level of foreign debt. When
a bubble emerges, there is usually an
appreciation of the currency in relation
to other currencies. This incentives
irresponsible behavior because
economic agents are rewarded for
borrowing in the foreign currency, which
is expected to depreciate against the
local currency, and keep the deposits
and revenues in the local currency,
without hedging the currency exposure. 
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With high dependence on foreign
capital.
With large and increasing budget
and/or current account deficit. This
causes the need to borrow or print
money to help fund the deficits. As
shown in the last image, during the
strong economic expansion before 2001,
Argentina had huge deficits.
With a history of high and uncontrolled
inflation, negative real interest rates and
lack of trust in the currency value.

In Argentina there was a huge increase in the
total external debt between 1995 and 2001, as
shown in the second image. 

To conclude, when investing in a country,
through a specific ETF or a fund for example,
investors should examine if these characteristics
are present, and if the situation is sustainable or
not, to decide the weight for that country in a
portfolio. When analyzing an individual
company in a developing country, investors
should also examine if the company has a lot of
debt in a weak currency and revenues in a
strong currency, how it performs when there is
inflation and its exposure to interest rates.

Moreover, foreign bankers are eager to lend because the country is booming. If there is a lot of
external debt, when the local currency appreciates against other currencies, the debt payments
decrease, incomes increase, economic agents are more creditworthy, thus they can borrow more.
This creates a self-reinforcing cycle that leads to the bubble. 
However, when the currency weakens the reverse happens: the debt payments increase, and the
revenues decrease due to the change in trend of the currency pair. This is problematic during the
depression phase because the economic situation contributes to a decrease in the value of the debt
collateral below the debt due. Furthermore, it is harder to refinance the debt for longer maturities
and hedging costs for the currency exposure increase.



Article written by Rodrigo Marques

Oil price volatility: The international oil market is probably one of

the most volatile in the world, making long term planning

difficult.      

Failure to compete, also known as the “Dutch disease”: Occurs

when the oil industry causes a rise in the exchange rate of the

local currency, making other exports noncompetitive, which

disincentives other industries to grow, and therefore further

increases the dependency on oil exports. It also encourages a

more import led economy, as foreign goods become cheaper. This,

however, does not lead to a more diversified and sustainable

economy, capable of thriving beyond the oil sector.

Lack of skills and performance quality: It is worth mentioning

that the majority of the poor oil producing nations are weak

states, with many of them only becoming independent until late

19th century.

Countries that are rich in natural resources seem to suffer from recurring

economic vulnerability, internal conflicts, bad governance, failure to plan

for the longer term and overall neglect over the general population. This

is known as the “resource curse”, or “the paradox of the plenty”, of oil

producing economies, which performance is closely correlated to the oil

price. This “curse” is seen as an obstacle to progress in developing

economies. 

Historically speaking, countries that rely almost exclusively on oil exports

for development tend to share some negative adverse effects, namely:

slower than expected growth, weak economic diversification, high levels

of corruption, high levels of income inequality and poverty, poor

governance, and a high frequency of internal conflicts and wars. 

If we look at Angola, as an example, despite being the 10th largest oil

exporter in the world, it was considered the deadliest country for

newborns in the world just five years ago. 

Trying to find an empirical reason to justify why these economies appear

to fail overtime is subject to debate. However, political failure and growth

collapse seem to be present in almost every economy subject to the

resource curse. 

The four main factors that explain the negative impact this has on

growth are:

RESOURCE CURSE AND ITS
IMPLICATIONS

RODRIGO MARQUES
MSc in Finance
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Taxes, fiscal insecurity and management of revenues: Generally speaking, a government that

relies almost exclusively on oil revenues does not feel the need to develop a very complex tax

structure since most of its revenue comes from the oil sector. An example of this is Angola,

which up until 2019 did not have VAT and only now felt the need to implement it and to

diversify the source of tax revenue in the economy. As to what concerns fiscal uncertainty in

many developing nations, the main issues are the way in which the nation’s fiscal authority

interprets and applies the law, which is not very coherent nor straightforward. Additionally,

several tax changes over a short period of time create a lack of track record to understand

how the law should be applied. Therefore, for investors, these factors create a great deal of

uncertainty and can act as a barrier to entry.

This means that the governments of these countries have not had the time to build strong

institutions which are pivotal to this sector in particular. A clear example of this can be found

in the Algerian oil company Sonatrach, which has had nine different CEO’s in the past decade,

adding uncertainty and insecurity to the market.     

Consequently, after the decline of oil prices in 2014, these economies were forced to adapt to a new

reality and to diversify their economy, in order to reduce exposure to a single commodity. In the

meantime, however, this has caused several countries to enter into deep economic and social crisis,

with the most extreme example being Venezuela. Again, this crisis that a lot of developing nations are

going through at the moment, share three things in common. Their currency has depreciated against

the US Dollar, they have low tax reserves and their fiscal revenues are almost all linked to the oil

industry. 

No sustainable economic development under these circumstances can be sought if the institution that

is attempting to boost it is of a deficient nature and does not act in the best interest of the

nation.Tackling this “curse” is a very complex and difficult issue, and there is no doubt that needed

changes and reforms must come from within, if they wish to have any meaningful impact. Putting a

stop to corruption is a very difficult issue and might be seen as unrealistic in some cases. However, it

does not go without saying that the transnational oil corporations that operate in these nations need to

focus on corporate social responsibility, and profit expatriation is not the solution to this. Other

solutions, that aim to mitigate the Dutch disease, focus on holding revenues in a sovereign wealth fund,

which again is not effective if governmental institutions are of a corrupt nature. 

All in all, when considering investing in a developing nation, higher risks must always be taken into

account. Moreover, if it is a developing nation that is almost exclusively focused on oil production, the

resource curse must be considered and possibly used as an outline for evaluating whether the nation

has the necessary conditions and infrastructure, to be regarded as attractive for investment.
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Article written by Margarida Pardal

Why does India stand out from its peers? What is so special about this

country? Will it become the next superpower? And if so, is it because of

its industrial structure? Or the changing in the population organization?

Or the combination of other factors? 

India became independent in 1947 and this came with a lot of problems,

being the most relevant one extreme poverty. At this time, India chose a

mixed policy to kick-start its development, attempting to balance the role

of the market and the state. Although heavy industrialization had begun,

in the 90’s, this policy showed to be a complete failure and had not

produced the desired results. Due to an extreme crisis in 1991, India opted

for the liberalization of its economy, having several market reforms.

Gradually the tariff barriers were reduced, and foreign direct investments

were allowed. During the two following decades, the GDP growth rate

improvement averaged 7% per year and the technological and

telecommunications sectors started developing. After years of political

instability, in 2014, a stable government assumed power and since then

growth has been the norm.

INDIA, AN EMERGING SUPERPOWER

MARGARIDA PARDAL
BSc in Economics
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A young and rapidly growing working-age population. India has the world’s second largest

population and about 50% is below the age of 24. This will act in their favour because, in the

following years, while some powerful nations will witness a decrease in their workforce, India is

expected to have an increase;

Foreign language skills, it is the second largest English-speaking country in the world;  

A rising education and engineering skill levels. The government has asked several times for

updates of the training programmes to ensure young people have contact with the latest

technology;

Political stability and friendly political reforms. India’s democratic government has lasted for

60 years and measures like “The Swachh Bharat Mission” (aims to keep the public places clean

and change people’s attitude towards sanitation) and “Make in India” (which is a programme

that includes initiatives to simplify investments and protect intellectual property rights).

It is safe to say that India’s key factors for growth and economic strengths are:

All this helps India being the most prominent emerging country to invest. Also, it is attractive for

Transnational Corporations, like Toyota, Volvo, ASDA and Virgin to open factories and offices.

However, India is no paradise. It has problems like poverty and economic inequality, under nutrition,

child labour, high percentage of households without proper sanitation. The World Bank’s international

poverty line of $1.125 per day lets us know that 42% of the Indian population still lives below that line.

With poverty comes malnutrition and 30% of Indian children are underweight. Furthermore, the

country has poor infrastructures which harden the path for it to become a super nation.
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Today, India is considered as the World’s sixth-

largest economy by nominal GDP and the third

largest by PPP (purchasing power parity).

Economists and Researchers at Harvard University

projected a 7% annual rate growth till 2024, which

will put it ahead of China, and also, the prospects

are that its GDP could overtake the one from USA

before 2050, making India the fastest growing and

strongest economy in the world.  

It can be concluded that India’s per capita income

has grown ten times in the last sixty years, yet it

still has a long way to go. Matters like poverty,

hunger, basic sanitation, literacy rates need to be

endorsed with more effective policies. Besides all of

this, it seems that India will thrive and become one

of the largest economies worldwide and an

economic role-model for lots of developing

countries.
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