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The Effect of Inflation and Higher Interest Rates on the EM Consumer 

‘Inflation up, rates up, emerging market consumption down.’ 

This was the position of investor we met just recently. And for good measure, she added that this 
equation didn’t even need a recession to be added.  It has something to be said for it.  Clearly if you 
are struggling with debt or else have lost your job then you are going to spend less.  

But the likely response of EM consumers in the months ahead deserves further scrutiny. 

(1) Household savings in the Emerging Economies are in better shape than many of their 
Developed counterparts and gearing levels are lower. While they have increased considerably since 
2010 EM household borrowings to GDP ratios average approximately 50%. China’s is higher at 60%, 
reflecting the more developed housing and consumer finance markets.  This compares favourably 
with the US at 77%. Therefore, although rates are on the increase in most of EM (China being the 
exception with inflation below 3% at present), the consumer would appear less vulnerable to rising 
rates than many of his/her developed economy counterparts 

(2) So, if the consumer has both the propensity and the ability to spend, what about the 
companies that service that demand? Our process demands 15% cash return on assets.  We are 
growth investors and favour companies that can fund all, or at least a significant part, of their growth 
with internally generated cash.  At the beginning of June only 16 of our 36 holdings had any net debt 
at all, 3 are financials, and the rest are net cash.  Of the remainder interest coverage, as defined as 
EBIT/Interest Expense, is 17x on average, or 12x median i.e. more than just comfortable   

(3) But even if one assumes that the consumption pie is not growing or worse still shrinking, the 
final point we would make is that if you have stocks in the companies that are providing the best 
goods and services then it is likely that they will be taking market share from their weaker 
competitors.  Three companies provide excellent examples.  Both Proya and BYD have grown their 
share of their particular markets despite the ravages of Covid.  Whilst Meituan’s recent Q2 results 
reflected the disruption caused by Covid slowing the rate of topline growth, margins hit record levels 
as the Company pressed home its dominant competitive advantage against weaker rivals.  This 
augers well as China returns to normality. It is a similar story with many of our holdings outside 
China. 

Headlines in the US and Europe are focussed on inflation and the negative impact it is having on 
consumer spending power. However, as highlighted above it is worth remembering the considerable 
differences between developed countries and their EM brethren. As a result, we believe that the 
repercussions of higher US inflation will not be universal or uniform in their impact and that the EM 
consumer will continue to support their regional champions that are both well-structured and taking 
advantage of the tougher conditions. 
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Performance 

Net Performance (USD)  
as at 30 June 2022 

  1 Year 3 Years 5 Years 7 Years Inception 

Aubrey Global Emerging Markets Strategy* -30.7%  19.7%  42.6% 54.6% 145.4% 

MSCI TR Net Emerging Markets USD 
(NDUEEGF) 

-25.3% 1.7% 11.4% 21.2%  23.2% 

*All figures are presented net of fees in USD. MSCI Emerging Markets Index is used for 
comparative purposes only. Investment returns may increase or decrease as a result of currency 
fluctuations. Past performance is no guarantee of future results. Our firm claims compliance with 
GIPS. The performance record disclosed in the table is that of the firm’s composite for the Aubrey 
Global Emerging Markets Strategy. To obtain a GIPS Composite Report, please get in touch. 

Biography 

Mark Martyrossian | Director 

Mark has been involved in Asian equities since 1987.  He was based in Hong 
Kong for the 1990s where he spent much of his time working in China. He joined 
Aubrey in 2017 as CEO having known Andrew Dalrymple, one of the founders of 
the business, for over 20 years. He recently handed on this role as CEO to 
Andrew Ward in keeping with the firm’s succession plan in order to concentrate 
on the development of Aubrey’s business.   He is a Director and shareholder of 

Aubrey. 

 

Further Reading 

If you would like to read further articles, please select the following link - Aubrey Research 

 

Global Emerging Markets Factsheet 

If you would like to receive our monthly Global Emerging Markets Manager Report by email, you can 
sign up here - Sign up to Aubrey GEM Monthly Report 

 

 

 

 

 

https://www.aubreycm.co.uk/media-centre/category/research
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This document has been issued by Aubrey Capital Management Limited which is authorised and regulated 
in the UK by the Financial Conduct Authority and is registered as an Investment Adviser with the US 
Securities & Exchange Commission. You should be aware that the regulatory regime applicable in the UK 
may well be different in your home jurisdiction. This document has been prepared solely for the intended 
recipient for information purposes and is not a solicitation, or an offer to buy or sell any security. The 
information on which the document is based has been obtained from sources that we believe to be reliable, 
and in good faith, but we have not independently verified such information and no representation or 
warranty, express or implied, is made as to their accuracy. All expressions of opinion are subject to change 
without notice. Any comments expressed in this presentation should not be taken as a recommendation or 
advice. Please note that the prices of shares and the income from them can fall as well as rise and you may 
not get back the amount originally invested. This can be as a result of market movements and of variations 
in the exchange rates between currencies. Past performance is not a guide to future returns and may not be 
repeated. Aubrey Capital Management Limited accepts no liability or responsibility whatsoever for any 
consequential loss of any kind arising out of the use of this document or any part of its contents. This 
document does not in any way constitute investment advice or an offer or invitation to deal in securities. 
Recipients should always seek the advice of a qualified investment professional before making any 
investment decisions. 


