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More about the Expert...

I n an interview to CNBC-TV18, Teresa Barger of Cartica Capital shares her views on the global markets

and how the US Federal Reserve's rate hike may impact emerging markets (EMs).

Below is the transcript of Teresa Barger’s interview with Latha Venkatesh and Sonia Shenoy on CNBC-

TV18.

Latha: Adrian Mowat of JP Morgan was just explaining that with a Fed rate hike on the anvil and

China’s numbers indicating slower growth, emerging markets are not favoured. Do you think that as

a class it will be disfavoured or will there be some men among the boys?
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A: It has certainly been disfavoured so far. Our point of view is that it is very important to differentiate

among the emerging markets and so we really look for countries that we think will be able to weather these

storms. I do agree that the storms are quite significant right now.

Latha: What kind of fall are you expecting? I mean at the moment, not just emerging market

equities, equities itself is becoming a jittery asset class as far as investors are concerned. Do you think

this will pass once the Federal Open Market Committee (FOMC) is behind us?

A: Yes, I do. I do not think there is a really a lot of choice out there. So, it is really people having to

choose among the better of evils. But I think the markets certainly are unsettled now while they are waiting

for the Fed rate hike and they are also watching China with trepidation. The Fed rate hike is very difficult

to predict. The algorithm that predicts whether or not it will happen in September just in one week went

from 20 percent to 40 percent down to 38 percent. So, it is very hard to predict when it will happen.

But I agree with Adrian Mowat that a lot of people see career risk in investing in emerging markets before

the Fed hikes. But, we do think that there is some overhang in the market from this hike and when it

happens, we should see then, a little bit of a return to normalcy. It may not be immediate as he indicated or

has been in the past, but we will see that return to normalcy.

Sonia: I was asking you about your view on the Indian markets before your link snapped.

A: I think you were talking about whether we were disappointed with Modi. We are saying that we did not

expect him to deliver the world, but he has cut red tape to some degree and we think that is very pro-

business and also anti-corruption.

If it is taken to a logical conclusion, we would like to see a lot more of that. Also, just getting rid of the

middle men in the transfer of social payments, it is very important. We would dearly love to see reform in

the land acquisition, in labour and in the goods and services tax (GST). Yes, we are disappointed that those

things did not go through. But they are still on the table.

And the most of course important thing for us that we feel that India is in an investment trough right now,

so, it is actually one of the few markets in the good part of the cycle. With some reform momentum, I

would not overstate that but, I also will give a little bit of credit.

Latha: How bad is China? Do you think we are going to suffer much more slow down or has the

market priced in enough?

A: Very interesting. What I believe is that we have seen is really they were at a turning point in sentiment

toward China. So, we had China bungling their manipulation of the stock market, then on August 11, they

bungled the devaluation of the yuan and then on August 12, they had the Tiajin chemical explosion and

they certainly bungled the public relations as well as the fire fighting on that one. And so far, the

government has spent USD 200 billion defending the yuan because they did the devaluation so badly. And

an addition USD 200 billion in defending the stock market.

And so, our question for China really is whether there is the rip in the cloak of technocratic invincibility

that has been attributed to the Chinese government.

 Just to give an example, if it is okay, everyone has known that they cook the books on gross domestic

product (GDP), but now people are paying close attention to the Kaisheng index of actual economic activity

that shows they are growing between 3.5 and four percent. everyone knew that there is no news here, but

there is now a willingness to put a negative spin on that.
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