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US interest rate shock >
lower US income and spending

® Countries that are more vulnerable
are less able to absorb US monetary
shocks due to market friction
Higher debt services, borrowing
Reduce exports from costs and cost of hedging

US trading partners | e Spillover effects on prices of

financial assets and liabilities held
abroad
Deteriorate domestic balance sheet
. . ® Risk of financial pressure from
Higher level of trade with foreign lenders, such as lower
the US means larger credit ratings
spillover effects on country .
Key financial health indicators of a
country: inflation; current account
deficit; foreign exchange reserves and
external debt

Source: US Federal Reserve, Krungsri Research
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Impact of US interest rate hikes on GDP

through FX channel through US Trade channel through Financial channel
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= High impact: Shock

= Median: Normalization L InEM, Vulnerability Index explains |

*** High impact: Normalization | sizable component of differences
across economies

o0
= Median: Shock ™\
= High impact: Shock Higt i suntries: TN~
Argentina, Turkey, Venezuel
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Number of quarters after shock

Note: “Median” is the impact on GDP in countries where index for all channels is equal to ‘median value’. It serves as benchmark in the analysis of each channel. For FX

channel, “Median” in advanced economies represents floating FX regime while that in EM represents fixed FX regime. “High” is the impact on an economy

where the value of each index - (i) exchange rate regime, (ii) exports to US plus imports from US, and (iii) vulnerability index - is in the 95t percentile.

Source: US Federal Reserve Board (Matteo lacoviello and Gaston Navarro, 2018), Krungsri Research
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Emerging markets: US interest rate shock impact on GDP (by component)

Current account deficit (Low) FX reserves External debt less FX reserves Inflation
Effect on
GDP (%)
0.50 -
o..
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Number of quarters after shock
Large current account deficit Foreign reserves and external debt High inflation

Foreign lenders would be less
willing to extend credit
Trigger sharp capital outflows
Raise incidence and severity
of a crisis

o Captures sensitivity of an economy to
adverse shocks

o Assesses external vulnerability of a country
through credit rating agencies and
international organizations

Indicate structural problems in government
finance

Increase sensitivity to a country’s borrowing
costs to changing interest rates

Key determinant of sovereign ratings

Note: “Median” is the impact on GDP in countries where index for all channels is equal to ‘median value’. “High” is the impact on an economy where value for each
index — (i) current account deficit, (i) FX reserves, (iii) external debt, and (iv) inflation — is in the 95th percentile.

Source: US Federal Reserve Board (lacoviello, Matteo and Gaston Navarro (2018)), Krungsri Research
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Note: *Vulnerability index is constructed by gauging four indicators -- current account balance (% of GDP), foreign reserves (% of GDP), inflation (% YoY) and external
debt (difference with foreign reserves as % of GDP) -- which reflect the financial health and resilience to external shocks.

Source: World Bank, Bank of Thailand (BOT), CEIC, Krungsri Research
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