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The policy response to the pandemic-driven financial crisis has been
extraordinary for emerging markets (EM)—not only in terms of magnitude, but
more importantly, in terms of the policy tools deployed. In previous episodes of a
sudden stop in capital flows, EM policymakers moved quickly to defend their
currencies by hiking rates. But this time, their primary concern has been to
protect growth at any cost.
Several EM central banks have announced programs to buy government bonds in
the primary and secondary markets, with some of them printing money to fund
their purchases. Indeed, this is uncharted territory.
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“Fiscal deficits are expected
to reach double digits in
some countries by the end of
the year, with financing needs
far beyond the scope of
domestic markets.”

Policymakers Look to QE to Address Extraordinary
Challenges
The COVID-19 pandemic has created unprecedented global financial challenges,
and the damage to economic growth will be more severe than that of prior global
recessions. This explains why some EM countries believe QE programs are
necessary. The 2008-2009 global financial crisis spared many EM countries from
recession, largely due to China’s economy, which was growing at an annual rate
of 9% to 10%. This growth helped the broad EM universe end 2009 with real
GDP growth of 2.8%.1 This time, though, China’s economy is struggling, and EM
economies collectively may contract 1% in 2020. In fact, several EM countries will
face their worst recessions in many decades. See Figure 1.
In addition, fiscal deficits are expected to reach double digits in some countries by
the end of the year, with financing needs far beyond the scope of domestic
markets. See Figure 1. Central banks are most concerned with rising yields and
the associated cost of borrowing. They hope QE measures will help control yield
levels, particularly at the longer end of the curve. This is a crisis of liquidity, so
many central banks want to provide as much liquidity as necessary.
Figure 1 | Growth Declines as Deficits Soar
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International Monetary Fund, “World Economic Outlook,” April 2020.
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It’s important to keep in mind that central bank stimulus may generate higher inflation. However, the QE experience in
developed markets hasn’t resulted in high inflation. Actually, the opposite has occurred, providing comfort that central bank
bond buying may not hurt the credibility of the monetary authorities.

QE in Emerging Markets Differs from QE Elsewhere
QE in emerging markets is very different than QE in developed markets. It also varies greatly from country to country and is
nowhere near the scope of developed markets in terms of balance sheet expansion. In developed markets, central banks have
deployed QE when the policy rate is close to zero or already negative. As such, policymakers generally use it as a monetary
policy tool once they exhaust their ability to reduce interest rates. This differs from emerging markets, where most policy rates
are still well above the lower bound and expected to move higher over time. See Figure 2. Forthcoming QE plans are aimed at
reducing stress on the long end of the curve.
Figure 2 | Most EM Rates Still Relatively High and Likely to Move Higher
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QE in emerging markets carries significant risks, including the potential for fiscal mismanagement or excess liquidity that lead
to inflation and currency depreciation. Nevertheless, our analysis suggests EM QE is either too small to significantly expand
balance sheets (and, in many cases, the actual amount has not been announced) or limited to restoring liquidity and
functioning of the local debt markets. In many cases, this amounts to increasing the size of traditional repurchase agreement
operations (repos). Furthermore, in countries where the central bank balance sheet mostly includes net foreign assets, the
increase in domestic assets (government bonds) should not negatively impact inflation or the currency.
Figure 3 summarizes current QE programs. As of late May, only Chile, Poland, the Philippines and Colombia are engaged in
significant QE. Other than Colombia, these countries share a long track record of fiscal and monetary responsibility and access
to ample external buffers. The latter would enable policymakers to “sterilize” the additional liquidity or protect the local
currency in the event of a sharp depreciation.

Figure 3 | QE Varies by Country
Country

QE

Size

Notes

Yes
Yes
No
Yes

Unknown
Unknown
N/A
1.5% GDP

Bonds can be bought in primary market as a last resort.
Improve liquidity

Yes
Yes
No
No

Unknown
Up to 9% GDP
Unknown
N/A

Government securities in secondary market
Government securities in secondary market to provide liquidity, can be large scale
Government securities in secondary market
~9% GDP in repos

Pending
Yes
Yes
No
No

Unknown
4% GDP
1.3% GDP
N/A
N/A

Government securities in secondary market
Private bonds only
Government and private bonds

Asia

Indonesia
Korea
Malaysia
Philippines
EMEA
Hungary
Poland
South Africa
Turkey
Latam
Brazil
Chile
Colombia
Mexico
Peru

Bonds can be bought in primary market as a last resort

Peru

Source: Bloomberg and Haver Analytics as of 5/20/2020.

FOR INSTITUTIONAL USE ONLY/NOT FOR PUBLIC USE

2

Pandemic Triggered Dislocations in Rates
Recent fiscal stimulus triggered major selloffs at the longer end of yield curves, while short-term rates rallied due to
aggressive monetary easing. As a result, yield curves steepened significantly, particularly in countries concerned about a fiscal
blowout or a sharp currency depreciation due to inflation fears. The greatest steepening has occurred in countries where the
deficit is likely to be the largest and where currency depreciation has been the most severe, such as South Africa.
See Figure 4.
Figure 4 | Stimulus Steepened Yield Curves
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Despite Curve Steepening, Inflation Is Not a Worry
Such aggressive steepening (particularly in countries with track records of fiscal rectitude and central bank credibility, such as
Peru) conflicts with our view of inflation going forward. We believe the recovery will be muted in emerging markets and
developed markets, keeping inflation at bay. Additionally, demand likely will be depressed for at least the next two quarters.
Once the world emerges from the virus, the debt accumulation may limit growth potential in many of these economies. In
several countries with large weightings in the local indices, financial repression and healthy domestic demand for bonds will be
key to sustainable debt dynamics. Furthermore, at this stage and despite sharp currency depreciation, there is little evidence of
out-of-control inflation. Apart from Turkey, inflation should remain near or well below target levels in most EM countries.
See Figure 5.
Figure 5 | Estimated Inflation vs. Target
Consensus Year-End 2020
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Asset Class Continues to Offer Opportunities
Given these unprecedented QE measures, EM debt (EMD) investors may be concerned that less-disciplined EM central banks
will in the future devalue their nations’ currencies and trigger inflation. However, given the significant differences among EM
economies, our analysis suggests this won’t necessarily be the case. The outcome depends on the magnitude of the bond
purchasing program, whether the purchases are sterilized, the strength of the central bank’s balance sheet (particularly when
it comes to net foreign assets), and the fiscal position.
Few EM central banks have said lowering long-term yields is a QE objective, and among those that have, we still don’t know
the size of their asset purchases. A larger subset of EM countries is focusing on managing liquidity.
Overall, we don’t expect QE to have a negative effect on emerging markets, and we remain positive toward the EMD asset
class. While we continue to find attractive opportunities across the spectrum, our positioning favors local bonds. We generally
prefer countries where we see value or believe rates are high and above their long-term average.

Past performance is no guarantee of future results.
The opinions expressed are those of the portfolio team and are no guarantee of the future performance of any American Century
Investments portfolio. This information is for an educational purpose only and is not intended to serve as investment advice.
References to specific securities are for illustrative purposes only, and are not intended as recommendations to purchase or sell
securities. Opinions and estimates offered constitute our judgment and, along with other portfolio data, are subject to change
without notice.
This information is not intended as a personalized recommendation or fiduciary advice and should not be relied upon for
investment, accounting, legal or tax advice.
No offer of any security is made hereby. This material is provided for informational purposes only and does not constitute a
recommendation of any investment strategy or product described herein. This material is directed to professional/institutional
clients only and should not be relied upon by retail investors or the public. The content of this document has not been reviewed
by any regulatory authority.
This promotion has been approved with limitations, in accordance with Section 21 of the Financial Services and Markets Act, by
American Century Investment Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority.
This promotion is directed at persons having professional experience of participating in unregulated schemes and units to which
the communication relates are available only to such persons. Persons who do not have professional experience in participation
in unregulated schemes should not rely on it.
American Century Investment Management (UK) Limited is registered in England and Wales. Registered number: 06520426.
Registered office: 12 Henrietta Street, 4th Floor, London, WC2E 8LH.
American Century Investment Management (Asia Pacific) Limited currently holds Type 1 and Type 4 registrations from the
Securities and Futures Commission (SFC). American Century Investment Management, Inc. is not registered with the SFC.
American Century Investment Management, Inc. is exempt from the requirement to hold an Australian financial services license
under the Corporations Act in respect of the financial services it will provide and it is regulated by the SEC under U.S. laws
which differ from Australian laws.
American Century Investments ®
4500 Main Street
Kansas City, MO 64111
1-866-628-8826

330 Madison Avenue
New York, NY 10017
1-866-628-8826

1665 Charleston Road
Mountain View, CA 94043
1-866-628-8826

2121 Rosecrans Avenue
El Segundo, CA 90245
1-866-628-8826

2 Ice House Street
Hong Kong
+852 3405 2600

12 Henrietta Street
London, WC2E 8LH
+44 20 7024 7080

1 Farrer Place
Sydney, NSW 2000
+61 2 8823 3403

Suite 4-101
Taunusanlage 8
60329 Frankfurt, Germany

FOR INSTITUTIONAL USE ONLY/NOT FOR PUBLIC USE

©2020 American Century Proprietary Holdings, Inc. All rights reserved.

4

