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EMERGING MARKETS ECONOMICS UPDATE 
The Omicron variant and the threat to EMs 
• There’s a lot that we don’t know about the new Omicron variant. But if it proves more virulent, the 

economic fallout would probably be largest in EMs in parts of Africa and South and South East Asia that 
have lower vaccination rates, more limited fiscal space and/or larger tourism sectors. The new variant 
may also temper the pace of tightening cycles in parts of the emerging world. 

• We looked at the global implications in a note on Friday (available to all clients). At this stage, we know 
little about the extent to which the variant has spread elsewhere in the emerging world (outside southern 
Africa), how transmissible it is, the severity of illness that it causes and its ability to evade the immune 
response. It is likely to take several days or weeks before we have more definitive information. 

• The economic fallout hinges to a great degree on the nature of the variant itself. That said, the economic 
effects of the spread of a more transmissible variant would be larger in some EMs than others. Three main 
factors help to explain where the economic risks are largest.   

• The first is the likelihood that governments impose new lockdowns. We suspect that any detected cases 
of Omicron would prompt China to double down on its zero-Covid strategy, resulting in intermittent 
lockdowns and cautious household behaviour. Other EM governments don’t have China’s zeal for locking 
down – indeed, it’s notable that policymakers in South Africa have yet to tighten measures. The key in these 
countries is whether health systems come under strain, which would force policymakers to introduce 
economically-damaging restrictions. That seems most probable in countries where vaccine rates are lowest.  

• While some EMs, such as Chile, Uruguay and the UAE, are global vaccine leaders, vaccine coverage in 
most EMs is lower than in DMs. Recent outbreaks in Emerging Europe – seemingly driven by the Delta 
variant – have served as a reminder about the risks when a large share of the population remains 
unvaccinated. And vaccination rates are lower in parts of South East Asia as well as Mexico, and much 
lower still in much of Africa and South Asia (c. 1-30% of the population has been fully vaccinated).  

• The second factor is the extent to which governments can provide support to offset any hit to demand 
from lockdowns. As we’ve noted before, most EMs in Emerging Asia and Emerging Europe have some fiscal 
space. But those in Latin America and parts of Africa (notably South Africa), need to tighten fiscal policy 
significantly to stabilise public debt ratios. That limits the scope to provide fiscal support – and any shift to 
higher spending might be accompanied by a rise in bond yields that causes financial conditions to tighten. 

• The final factor is the size of tourism sectors. Regardless of whether governments lock down their domestic 
economy or not, one of the notable developments following the identification of the Omicron variant is 
how quickly governments have shut down travel routes. These moves will already take a toll on Southern 
African economies (particularly Botswana and Namibia). 

• It seems quite likely that more travel routes will be closed off as and when cases are identified. That’s a 
particularly big risk for tourism-dependent EMs in South East Asia, the Middle East, Mexico and some other 
parts of Africa. And as a precaution, some Asian economies have already paused plans to re-open borders. 

• There could be indirect effects from Omicron too. If global risk appetite deteriorates (and to a much greater 
degree than it did on Friday), that would cause stress in EMs with large external financing needs, namely 
Turkey. Meanwhile, were tighter containment measures to be introduced in DMs, that might sustain 
demand for manufactured goods, supporting exports from parts of Asia. (We’ll be looking at this in more 
detail in our Trade Monitor tomorrow.) But there has already been a big hit to oil prices (despite the rise 
today) which, if sustained, will weigh on producers’ exports. Major oil economies may also be more 
reluctant to increase oil supply in this environment, posing a downside risk to our forecasts for the Gulf.  

• For oil importers, there will be an immediate disinflationary impact from lower prices. (See our forthcoming 
Global Economics Update for more detailed analysis of the inflationary consequences.) At this stage, we 
don’t think that the outlook for monetary policy in the emerging world has fundamentally changed. But it 
may temper some hawkish sentiment at central banks in Emerging Europe and Latin America, and keep 
rates low for longer in Asia, particularly if accompanied by concerns about the economic outlook. 
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