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A Supportive Backdrop 

Global financial markets have not had a traditional monetary easing cycle since before 

2008. The last two rate-cutting cycles from the U.S. Federal Reserve (Fed) and other 

major central banks have been associated with cataclysmic events—the Great Financial 

Crisis (GFC) in 2008 and the Covid pandemic in 2020. During these periods, interest 

rate cuts were combined with large expansions of the Fed’s balance sheet (Figure 1). 

Today, the picture is somewhat different. Unless a new and unexpected crisis develops, 

the monetary easing cycle that recently began will likely focus solely on interest rate 

cutting, with the Fed continuing to shrink its balance sheet. 

Figure 1:  Previous Easing Cycles Combined Rate Cuts with Balance Sheet Expansion 

Figure 2:  Global Banks have Started to Lend Again

Source: Haver Analytics; Bloomberg. As of August 30, 2024.

Source: BIS; Federal Reserve; European Central Bank; IMF WEO. As of March 2024.
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1. Source: BIS; Barings’ calculations. As of March 2024. Total foreign claims of all BIS reporting banks 

measured as ultimate counterparty exposure amounted to $33.1 trillion as of March 2024 (latest 

available data). If we divide this by global GDP ($48.7 trillion), we obtain a total leverage measure for 

the global financial system of 68.1% of GDP as of March 2024.

At the same time, after a prolonged period, global commercial banks have started 

to lend once again. This means, after well over a decade of bank retrenchment, the 

global financial system appears to be operating more in line with how it has functioned 

historically. As seen in Figure 2, the 2008 Global Financial Crisis started a protracted 

period of bank deleveraging, and as a result, inside money—which is money created by 

commercial banks rather than central banks—shrank from 160% of global GDP in March 

2008 to 66% of global GDP in December 2022. Inside money is now showing signs of 

recovery, however, having increased to 68% of global GDP today.1

Insig hts | October 2024  2



Depreciation & the Potential for Upside 

Lending by central banks or monetary authorities is intrinsically different than lending provided by private 

entities. For the former, non-economic considerations, including the nationality of the asset, play an outsized 

role, whereas private entities tend to be profit-motivated. It therefore comes as little surprise that non-Foreign 

Direct Investment (FDI) flows into emerging markets (EMs) have flattened out as a consequence of inside 

money shrinking, while outside money (created by central banks) has expanded (Figure 3).

Of note, non-FDI flows into EMs did grow from 2008 to the end of 2014, as shown in Figure 3, even as inside 

money was shrinking. This growth can be explained in part by the fact that the 2008 financial crisis was 

concentrated primarily in developed markets rather than EMs. Additionally, with DM rates decreasing during this 

period and in some cases hovering at or near zero, higher-yielding EM assets looked particularly attractive to 

yield-starved investors (Figure 4).

Figure 3:  EM Non-FDI Flows Have Levelled Off

Figure 5:  Potential for Value in EM Sovereigns, Local Debt and FX

Figure 4:  EMs Offer Attractive Yields vs. DMs

Source: Haver Analytics; Bloomberg. As of June 30, 2024.

Source: J.P. Morgan; Bloomberg. As of August 30, 2024.

Source: Haver Analytics. As of June 30, 2024.

Jan-24Jan-20Jan-16Jan-12Jan-08

%
  o

f 
G

D
P

EM Non-FDI Financial Flows (Cumulative Since 2008)
25%

25%

25%

10%

5%

0%

EM Exchange Rate
160

120

80

40

GBI-FX

2018201320082003 2023
0

EM Sovereign Spreads

HY Spreads IG Spreads

2018201320082003 2023

1200bps

800bps

400bps

0bps

GBI-Rates 5-year U.S. SFR Rate

EM Local Yield

201720132009 2023

10%

6%

8%

4%

2%

0%

DM Interest Rate EM Interest Rate

Jun-24Oct-20Feb-17Jun-13Oct-09Feb-06

8%

6%

4%

2%

0%

Global Interest Rates

The flattening of non-FDI flows in terms of GDP has shaped the current EM debt landscape in a number of 

ways. For one, EM currencies have materially depreciated (Figure 5). This depreciation, combined with the 

pressure from multilateral organizations that favored sovereign defaults following the pandemic, has also 

caused EM sovereign high yield spreads to widen significantly (Figure 5). EM local interest rates also came 

under some upward pressure from the temporary spike in global inflation—though unlike their DM counterparts 

remain within their historical 2008–2020 range (Figure 5). The fact that EM central banks did not experiment 

with quantitative easing has resulted in a more stable interest rate environment compared to developed 

markets—a positive development that we believe has not yet been reflected in EM valuations.
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“With many EM countries outside of China 
now able to upgrade their production 
capacities and sell directly to developed 
markets, any contagion effect should 
remain minimal.”

Risks Loom Large but Appear Largely Priced in 

Global geopolitical risks are rising rapidly, with wars in Ukraine 

and the Middle East continuing to escalate, and China becoming 

increasingly assertive in its claims on the South China Sea. The 

upcoming U.S. presidential election is arguably exacerbating these 

conflicts—at least indirectly—as much-needed attention from 

U.S. lawmakers is being diverted elsewhere. Additionally, while it 

remains to be seen what a new administration might bring, fiscal 

consolidation looks increasingly unlikely, while the de-globalization 

trend that started during Trump’s presidency looks set to continue. 

Despite heightened risks and ongoing geopolitical devastation, prices 

across EM debt have been relatively stable, raising the question:  

Are EMs efficiently pricing in ongoing risks? 

In our view, there are reasons to believe they are. For one, 

geopolitical risks have, for the most part, been geographically 

contained. It is also far from clear that the non-democratic world 

has the upper hand in global events. Russia has fallen short in its 

attempt to take over Ukraine, for instance, and China is struggling 

with a debt crisis that has zapped its economic strength. At the 

same time, the democratic world has shown the lowest level of 

cross-country animosity in decades—with Europe presenting as 

united of a front as it has in history, and Japan and Korea continuing 

to mend ties. Further, and perhaps most importantly, while China 

is tightly linked to all EMs, its economic difficulties are arguably not 

a major headwind for EMs overall. China was never a significant 

consumer of EM products, but rather an intermediary that bought 

commodities and repackaged them as manufactured goods. With 

many EM countries outside of China now able to upgrade their 

production capacities and sell directly to developed markets, any 

contagion effect should remain minimal. 
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Is Now the Time for EM Debt?

Against this backdrop, there is a strong case to be made for EM sovereign debt today. While it is difficult to 

call a bottom, current prices across EM sovereign debt look compelling and, in some cases, have fallen to 

extremely attractive levels relative to history. In particular, we believe there is significant upside potential 

in select EM currencies including European and Latin American currencies. On the hard currency side, 

EM high yield sovereigns also offer value—particularly BB sovereigns with strong fundamentals such 

as South Africa, Colombia, Serbia, Costa Rica and Paraguay—where we believe there is room for spread 

tightening. EM sovereign investment grade spreads look less attractive given that they are currently 

tighter than their historical averages. Finally, we also see attractive entry points in EM local rates. 

The compelling opportunity unfolding across the EM sovereign debt landscape also comes at a time 

when foreign investors’ holdings in the asset class are underweight relative to history (Figure 6). In fact, 

EM local debt holdings have dropped to levels not seen since 2011, when measured both as a fraction of 

outstanding EM local government debt and as a percentage of the respective countries’ GDP. 

Figure 6:  Foreign Investors are Underweight EM Debt

Source: Institute of International Finance Global Debt Monitor database. As of June 1, 2024.
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For all of these reasons, we believe now may be a good time to increase allocations to EM debt, 

particularly local currencies, high yield sovereign hard currency debt, and local rates. Of course, as 

is always the case, performance could vary going forward, particularly in the event of unexpected 

disruptions from geopolitical or other factors. In this type of environment, selectivity and active 

management, along with rigorous, bottom-up credit and country selection, will remain crucial.
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are 

subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not 

necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments 

and any income generated may go down as well as up and is not guaranteed by Barings or any other person. 

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio 

compositions and or examples set forth in this document are provided for illustrative purposes only and are not 

indicative of any future investment results, future portfolio composition or investments. The composition, size of, 

and risks associated with an investment may differ substantially from any examples set forth in this document. No 

representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes 

in the currency exchange rates may affect the value of investments. Prospective investors should read the offering 

documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its 

global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia 

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring 

Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) 

Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea 

Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each, 

individually, an “Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of 

some others and may be paid a fee for doing so.

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase 

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any 

consideration of the investment objectives, financial situation or particular needs of anyone who may receive it. 

This document is not, and must not be treated as, investment advice, an investment recommendation, investment 

research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or 

particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made 

in good faith in relation to the facts known at the time of preparation and are subject to change without notice. 

Individual portfolio management teams may hold different views than the views expressed herein and may make 

different investment decisions for different clients. Parts of this document may be based on information received 

from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in 

this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, 

completeness or adequacy of the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective 

investor or available in their jurisdiction. 
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LEARN MORE AT BARINGS.COM

Barings is a $431+ billion* global asset management firm that partners with institutional, insurance, and 

intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary 

of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public 

and private markets in fixed income, real assets and capital solutions. 


