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A series of elections in emerging markets have demonstrated some resilience 
as three incumbents were re-elected in recent weeks. Indonesia, South Africa 
and India have all democratically returned leaders with majorities large 
enough to ensure they can continue reforms to their economies. 

Each of the three democracies has delivered an opportunity for change. That 
contrasts with rising tensions in the European Union and a lack of coordinated 
political vision for the bloc, suggesting that once global tensions over trade are 
resolved, there is plenty of potential for emerging market optimism. 

17,000 Indonesian islands 
Indonesia’s President, Joko Widodo (known as “Jokowi”), secured a second five-year 
term last month, on a pluralist, secular platform with a 55.5% share of the 154 million 
votes cast across 17,000 islands. In a repeat of the aftermath of the 2014 election, the 
opposition leader challenged the victory, and there were riots in Jakarta, the capital. 
Nevertheless, the country’s electoral agency said there is no evidence of fraud in the 
world’s third-largest democracy. 

The fiscally conservative Jokowi plans to continue reforms, including a national land 
register to resolve ownership disputes and redistribute land to indigenous tribes, a 
source of tension in the world’s biggest palm oil producer with the globe’s third-largest 
area of tropical forest. The election delivers a window of economic opportunity for 
further GDP growth if a young population can be helped by infrastructure spending 
and improved labour laws. 

South Africa’s reform window
Cyril Ramaphosa, the incumbent African National Congress President, was re-
elected by his party last week following the 8 May general election victory. While the 
ANC’s 57% of the vote fell to its lowest share in the post-apartheid period, it hands 
Ramaphosa a mandate to change the constitution to allow for land expropriation 
without compensation and tackle the corruption that forced his predecessor from 
office. 

Struggling with a widening current account deficit, falling productivity and 
unemployment of 27.1%, South Africa’s structural economic weaknesses are in 
desperate need of reforms. With growth forecast to expand this year at 1.5%, 
compared with an estimated 0.8% in 2018 and the central bank’s interest rates on 
hold at 6.75% for now, the newly re-elected President now has some time to show 
he can make progress addressing the country’s inequalities and the corruption of 
the Zuma era. In 2017, corruption was estimated to cost the South African economy 
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at least R27 billion (USD 1.9 billion) per year, according to 
Ebrahim Patel, minister for Economic Development (at the 
time of writing).

The other sector of the South African economy that needs an 
overhaul is mining, to better regulate the country’s mineral 
resources in the form of gold, platinum and uranium. The 
highly unionised industry and the question marks over the 
future of land reform are two factors still deterring investors. 
With a lack of external investment, the country has been forced 
to rely on government spending to boost the economy. 

Modi’s landslide mandate 
India’s Hindu nationalist Prime Minister Narendra Modi won 
a second landslide in the world’s biggest-ever democratic 
exercise last week, based on promises to take a harder line on 
national security and a pro-business agenda. 

The Hindu-nationalist Bharatiya Janata Party (BJP), part of a 
coalition known as the National Democratic Alliance, recorded 
a resounding success. It is the first time since 1971 that a party 
has won consecutive single-party majorities and is the largest 
vote for an incumbent since 1957, together with the highest 
ever voter turnout, at 67.1%. Still, unemployment is at a 20-year 
high and Modi’s re-election strategy has been to attack political 
opponents, highlight religious differences and national security 
by stoking tensions with Pakistan after a terrorist attack in 
February. There are also open questions about the continued 
independence of the national bank. Since a new governor took 
over in December, the Reserve Bank of India has cut repo rates 
twice after government criticisms that high lending costs are 
restraining growth. 

Modi’s pro-business reforms have overhauled sales taxes, 
currency circulation and accelerated bankruptcy and business 
arbitration. India’s productivity has improved, and coupled 
with improved foreign direct investment, it has recorded five 
consecutive quarters of double-digit growth. 

Last week’s election result reinforces Modi’s mandate to 
continue reforms to Asia’s fastest-growing economy, without 
fundamentally changing his government’s capacity for passing 
new legislation. Nevertheless, with demographics shifting to 
the new middle class and younger voters, the country needs 
to take advantage of the stability from Modi’s grip on the 
leadership to increase incomes in the coming years. 

Trade tensions trump the positives
With strong emerging market fundamentals in place including 
stable currencies, favourable oil prices, combined with the US 
Federal Reserve’s dovish stance, it has made sense for investors 
to look for higher yields by including emerging market assets 
(with the notable exceptions of Argentina and Turkey) in a 
portfolio. 

However, the US/China trade dispute escalated further last 
week as the US government put Chinese telecoms company 
Huawei on a trade blacklist, banning US businesses from 
trading with the firm. China, which has denied that Huawei 
has links to the government, then sent a clear message when 
President Xi Jinping visited a rare earths producer. Four-
fifths of US imports of the costly-to-mine elements, found in 
everything from iPhones to super conductors and military 
missiles, come from China. 

US President Donald Trump, then said that an agreement 
on Huawei may be “some form or part of” an eventual trade 
agreement. 

We still expect the trade dispute to be resolved, even though a 
solution looks inevitably slower than we anticipated. For now, 
we estimate that the probability of a deal in June is about 40%, 
with the same odds for a deal being postponed to later in the 
year or even 2020. Finally, we believe that the chances of a 
breakdown in negotiations, which would raise the prospect of 
recessions, to be about 20%. 

In the current environment, we expect the USD to remain 
resilient against emerging currencies. Given that the trade risk 
overrides the recent emerging economies’ positives, we have 
reduced our emerging market equity allocation and are now 
neutral on emerging currencies. 

Once the geopolitics between the US and China are resolved 
in the near or longer-term, we believe that there will be 
opportunities for investors to re-build their positions in 
emerging market assets. 
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Russian Federation.

PARIS
Lombard Odier (Europe) S.A. · Succursale en 
France2

8, rue Royale · 75008 Paris · France. RCS PARIS B 803 
905 157 · paris@lombardodier.com
Credit institution supervised in France by the Autorité 
de contrôle prudentiel et de résolution (ACPR) and by the 
Autorité des Marchés Financiers (AMF) in respect of its 
investment services activities. Business permit No.23/12. 
Registered in Luxembourg - No.B169 907. 
Insurance intermediary authorised by the Commissariat aux 
Assurances (CAA) No.2014 CM002. The registration with 
the CAA can be verified at www.orias.fr.

AFRICA | AMERICAS | MIDDLE EAST

ABU-DHABI
Bank Lombard Odier & Co Ltd · Abu Dhabi Global 
Market Branch
Al Maryah Island · Abu Dhabi Global Market Square · 
Al Sila Tower · Abu Dhabi · abudhabi@lombardodier.com
Arranging Deals in Investments · Advising on Investment 
or Credit · Arranging Credit. Regulated by the ADGM 
Financial Services Regulatory Authority. 

BERMUDA
Lombard Odier Trust (Bermuda) Limited
3rd Floor, Victoria Place · 31 Victoria Street · Hamilton 
HM 10 · Bermuda · bermuda@lombardodier.com
Licensed to conduct Trust, Investment and Corporate Service 
Provider Business by the Bermuda Monetary Authority.

DUBAI
Bank Lombard Odier & Co Ltd · Representative 
Office Dubai
Conrad Business Tower · 12th Floor · Sheikh Zayed 
Road · P.O. Box 212240 · Dubai · UAE ·  
dubai@lombardodier.com
Under the supervisory authority of the Central Bank of the 
UAE.

ISRAEL
Israel Representative Office ·  
Bank Lombard Odier & Co Ltd
Alrov Tower 11th floor · 46 Rothschild Blvd. · Tel Aviv 
6688312 · Israel · telaviv@lombardodier.com
Not supervised by the Supervisor of Banks in the Bank  
of Israel, but by Swiss Financial Market Supervisory  
Authority which supervises the activities of Bank Lombard 
Odier & Co Ltd.

JOHANNESBURG
South Africa Representative Office ·  
Bank Lombard Odier & Co Ltd
140 West Street · Sandton · Johannesburg 2196 · South 
Africa
johannesburg@lombardodier.com
Authorised financial services provider Registration number 
48505.

MONTEVIDEO
Lombard Odier (Uruguay) SA
Luis Alberto de Herrera · Torre 2 · Oficina 2305
11300 Montevideo · Uruguay
montevideo@lombardodier.com
Supervised by Banco Central del Uruguay.

NASSAU
Lombard Odier & Cie (Bahamas) Limited
Goodman’s Bay Corporate Centre · West Bay Street 
· P.O. Box N-4938 · Nassau · Bahamas · nassau@
lombardodier.com
Supervised by the Central Bank of the Bahamas and the 
Securities Commission of the Bahamas.

PANAMA
Lombard Odier & Cie (Bahamas) Limited · 
Representative Office in Panama
Oceania Business Plaza Torre 2000 · Oficina 38-D · 
Blvd. Pacifica · Urb. Punta Pacifica · Corregimiento de 
San Francisco · Panamá · panama@lombardodier.com
Supervised by the Central Bank of the Bahamas and the 
Superintendencia de Bancos de Panamá.
Lombard Odier (Panama) Inc.
Oceania Business Plaza Torre 2000 · Oficina 38-D · 
Blvd. Pacifica · Urb. Punta Pacifica · Corregimiento de 
San Francisco · Panamá · panama@lombardodier.com
Supervised by the Superintendencia del Mercado de valores 
de Panamá. Licensed to operate as an Investment Adviser. 
Res. SMV No.528-2013.

ASIA - PACIFIC

HONG KONG
Lombard Odier (Hong Kong) Limited
3901, Two Exchange Square · 8 Connaught Place · 
Central · Hong Kong · hongkong@lombardodier.com
A licensed entity regulated and supervised by the Securities 
and Futures Commission in Hong Kong.

SINGAPORE
Lombard Odier (Singapore) Ltd.
9 Raffles Place · Republic Plaza #46-02 · Singapore 
048619 · singapore@lombardodier.com
A merchant bank regulated and supervised by the Monetary 
Authority of Singapore.

TOKYO
Lombard Odier Trust (Japan) Limited
Izumi Garden Tower 41F · 1-6-1 Roppongi, Minato-ku · 
Tokyo 106-6041 · Japan · tokyo@lombardodier.com
Regulated and supervised by the Financial Services Agency 
(FSA) in Japan. It holds a trust business license (FSA No.208) 
and is registered with Kanto Local Finance Bureau for 
Financial Instruments Business Operator (No.470).


