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As U.S. inflation and economic growth have remained 

surprisingly strong so far this year, emerging markets (EM) local 

interest rates have also moved higher (Figure 1). But the inflation 

dynamics in EM, unlike their local rates, are not in sync with 

the U.S.—particularly given that EM inflation has continued to 

decelerate and is now very near or at central bank targets. We 

believe this disconnect is presenting a potentially attractive 

opportunity for investors. 

“Part of the reason for the EM-U.S. 
decoupling can be attributed to the 
notably faster reaction of most EM 
central banks to the acceleration of 
inflation in 2022.”

Sources: Bloomberg; JP Morgan. As of May 1, 2024.
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Figure 1:  EM and U.S. Rate Differential
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EMs are Ahead of the U.S. on Inflation 

Part of the reason for the EM-U.S. decoupling can be attributed to the notably faster reaction 

of most EM central banks to the acceleration of inflation in 2022. Many EM central banks raised 

interests rates faster and sooner than the U.S. Federal Reserve. For instance, the average EM 

inflation rate (ex-Turkey) was 9.3% when inflation peaked in the U.S. in June 2022 (Figure 2). At that 

time, the EM average policy rate was 4.7%, resulting in a real rate of interest of -4.6%, based on past 

inflation. The U.S. policy rate at that time was 1.2%, for a real rate of -7.8%, based on past inflation. 

Figure 2:  EMs and U.S. Inflation and Interest Rates: A Comparison

Source: Bloomberg. As of March 31, 2024.

12-month Inflation Policy Interest Rate Real Rates (Past Inflation)

Mar-24 Jun-22 Mar-24 Jun-22 Mar-24 Jun-22

Brazil 3.9% 11.7% 11.0% 12.9% 7.1% 1.1%

Chile 3.2% 12.5% 7.2% 8.8% 4.0% -3.8%

Colombia 7.4% 9.7% 12.5% 6.0% 5.1% -3.7%

Czechia 1.8% 17.0% 6.1% 6.1% 4.3% -10.9%

Hungary 3.9% 12.0% 8.9% 6.2% 5.1% -5.8%

India 4.9% 6.9% 6.5% 4.8% 1.6% -2.1%

Indonesia 3.1% 4.4% 6.9% 3.7% 3.9% -0.7%

Israel 2.7% 4.4% 4.5% 0.8% 1.8% -3.6%

Korea 3.1% 6.0% 3.5% 1.8% 0.3% -4.3%

Malaysia 1.8% 3.3% 3.0% 2.0% 1.2% -1.3%

Mexico 4.3% 8.0% 11.4% 7.4% 7.1% -0.5%

Peru 3.1% 8.8% 6.2% 5.3% 3.2% -3.5%

Philippines 3.6% 5.9% 6.5% 2.3% 2.9% -3.6%

Poland 2.1% 15.4% 5.8% 5.8% 3.7% -9.6%

Romania 6.6% 15.0% 6.3% 4.7% -0.3% -10.3%

Serbia 5.0% 11.9% 5.3% 1.5% 0.2% -10.3%

South Africa 5.3% 7.4% 8.4% 4.9% 3.1% -2.5%

Thailand -0.5% 7.6% 2.5% 0.5% 3.0% -7.1%

Turkey 68.0% 79.0% 44.6% 12.5% -23.4% -66.5%

U.S. 3.5% 9.1% 5.3% 1.2% 1.9% -7.8%

EM Average (ex-Turkey) 3.6% 9.3% 6.8% 4.7% 3.2% -4.6%

Fast-forwarding to March 2024, EM inflation had eased to 3.6%, while nominal policy rates stood 

at 6.8%—still higher than they were in June 2022—which has resulted in real rates at 3.2%. That 

compares with a U.S. real rate of 1.9%.
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The same point is illustrated in Figure 3, which shows the two-year correlation 

between EM inflation and U.S. inflation. As EM inflation continues to decline, 

the rate of U.S. inflation has flattened out in the past nine months, reducing the 

tight correlation between EM and U.S. inflation seen in 2022 to lower, long-

term averages.

Sources: Bloomberg; JP Morgan. As of May 1, 2024.
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Figure 3: Correlation Between EM and U.S. Inflation
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EM International Reserves Rise 

Supporting the case for a possible investment opportunity is the behavior of international reserves 

among EMs, the stock of which has risen fairly consistently over the past 18 months. Figure 4 

shows the rising stock of international reserves held by the 18 countries in the sample (ex-Turkey), 

together with our estimate of the annual rate of accumulation adjusting for valuation. More 

specifically, as the U.S. dollar has become more expensive in recent years, and as central banks’ 

reserve holdings are diversified to include non-U.S. dollar currencies, we estimated the flow effect 

of reserve accumulation adjusting for valuation effects, i.e. adjusting for the falling value of non-

U.S. dollar reserves held by central banks in the past few years. 

An alternative way of expressing the same idea is that the stock of international reserves in EM has 

increased even when adjusting for valuation effects given their composition. What this ultimately 

means for investors is that EM economies are seeing inflows that could precede potentially positive 

returns going forward. In particular, rising foreign exchange rate reserves are a reflection of 

overall net positive flows into EMs—they don’t necessarily only come from portfolio investments 

but from direct investments as well. To take it a step further, these inflows, coupled with the still-

wide interest rate differential between EM and developed market economies, make EM currencies 

increasingly attractive. In particular, we believe select currencies such as the Brazilian real, 

Indonesia rupiah, and South African rand offer the potential for attractive valuations and high carry.

Key Takeaway

Given the riskier environment facing markets—from political uncertainty in the year ahead to rising 

geopolitical risks—EM local debt has largely sold off since December 2023. However, with inflation 

dynamics between EM countries and the U.S. diverging, and EM international reserves moving 

higher, this selloff has arguably translated into an attractive buying opportunity in EM local debt. 

Sources: Haver Analytics; Bloomberg; Barings. As of March 2024.
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Figure 4:  EM International Reserves Rise
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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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Barings is a $406+ 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. 


