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politics as an alpha driver in EM debt
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Key takeaways

* As US-Iran negotiations continue,
emerging market (EM)
performance has been resilient.
Markets have reacted more to
positive headlines than to
negative ones, and local events
have driven price action.

Domestic policy is important for
EM active investment managers.
Changes in government can
impact a country’s economic
policy, political and economic
stability. International investors
can harness local political
dynamics as uncorrelated
sources of alpha.

* We assess recent or upcoming
events in Brazil, Colombida,
Hungary, Peru, Romania and
Tlrkiye, and examine their
impact on local currency assets.

June 2026 — As June begins, all eyes
remain on US-Iran negotiations for a
deal to reopen the Strait of Hormuz.
Against this uncertain backdrop, the
emerging market (EM) debt asset
class has shown resilience. The main
index for EM hard currency debt, the
JP Morgan EMBIGD, returned 1.0% in
May; the main index for EM local
currency debt, the JP Morgan GBI-EM
GD, 0.9%; and the main index for EM
corporate bonds, the JP Morgan
CEMBI BD, 0.4%.

The global economy has also been
resilient despite the energy supply
drag. A reopening of the strait in
coming weeks would ease pressure,
even if rebuilding energy inventories
could take time and oil prices could
stay high. Global headline inflation
rose to 3.4% over a year ago in April -
a percentage point higher than in
February — squeezing household
purchasing power. Concerns are also
building on fertilizer-driven food price
increases due to El Nifio.

Against this inflationary background,
central banks have turned decidedly
hawkish, with Asia at the forefront of

policy tightening. Yet markets have
reacted more to positive headlines
than to negative ones, showing a
positive convexity dynamic to oil price
changes — with an underlying
expectation that the US favours a fast
resolution of the conflict. This has
been very evident in EM hard currency
and higher-yielding local currency
opportunities. Local events have also
been drivers of EM price action.

Domestic politics? An alpha maker
Domestic policy is an important
consideration for EM active
managers. Changes in governments
can impact a country’s economic
policy and reform momentum,
political and economic stability, socio-
economic freedoms and so on. These
can then be priced in local bond
curves. The under-allocation of capital
to the EM local asset class over the
past decade has meant that local
investors have become the real
anchor in most of these markets. This
has often enabled international
investors to harness local political
dynamics as uncorrelated sources of
alpha.
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The Middle East conflict has triggered some repricing in
EM local markets, but local political developments have
also had a meaningful impact. For example, expectations
of fiscal consolidation and political change have led
Hungary and Brazil to outperform. Uncertain electoral
outcomes (Colombia and Peru) or political instability
(Romania and Turkiye) have contributed to periods of
underperformance (fig. 1). While high interest rates have
supported currencies so far, upcoming elections may
induce some volatility.

Fig. 1 Returns in selected EM local markets
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Source: AllianzGl, Bloomberg. Note: year-to-date returns, unhedged, 9
June 2026. BR = Brazil. CO = Colombia. HU = Hungary. PE = Peru. RO =
Romania. TK = Turkiye. GBI-EM = JP Morgan GBI-EM index.

Brazil: it’s Lula vs (Flavio) Bolsonaro again

A corruption scandal has seen President Luiz Indcio Lula
da Silva gain in the polls but the election scheduled for

4 October is likely to remain a close call. Brazil local
currency bonds (unhedged) have been the third-best
performer in the JP Morgan GBI-EM index year-to-date,
though recent political headlines dampened returns. The
external backdrop has helped Brazil, a net crude exporter,
but local political dynamics are likely to remain top of
mind for investors seeking local sources of alpha.

Colombia: a campaign of twists and turns

On 31 May, Colombia ran a first-round presidential
election in which hard-right candidate Abelardo de la
Espriella won 43.7% and polls-favoured left-wing
candidate Ivan Cepeda Castro came second with 40.9%.
After asset price pressure earlier this year, when Cepeda
was ahead in the polls, local currency bonds (unhedged)
rallied as first round results put him second place. While
de la Espriella appears to have an edge to win the runoff
(21 June), politics could drive price action in the near term.

Hungary: Orbdan’s exit ends “electoral autocracy” rule
The 12 April elections saw the end of President Viktor
Orbdn’s rule. The new government won a supermajority,
building on market expectations of a fast-tracked euro
adoption strategy and inflows of EU funds. A sustained
rally in Hungarian assets ensued, with local currency
bonds (unhedged) the top performer year-to-date in JP
Morgan’s GBI-EM GD index.

Peru: economic policy unlikely to change drastically
Following the 7 June presidential runoff, vote counting
thus far shows a very tight race between right-wing Keiko
Fujimori and leftist Roberto Sdnchez. Sanchez’s second
place at the first round had already put the Peruvian sol
under pressure. With the outcome still uncertain and the
market harbouring some concerns over the economic
policy direction a potential Sanchez administration could
take, Peru’s local bond (unhedged) performance has been
below JPMorgan GBI-EM index returns year-to-date. Our
view is that, regardless of the winner, big shifts in
economic policy are unlikely — both candidates have
voiced support for an independent central bank, while the
new bicameral system adds checks and balances.

Romania: will politics derail economics?

Prime minister Ilie Bolojan’s government collapse after the
5 May no-confidence vote has heightened uncertainty
over Romania’s medium-term fiscal path. Recent fiscal
results have been solid but instability threatens efforts to
stabilise debt relative to GDP. Growth risks are rising and
delayed EU funds could add pressure ahead of upcoming
credit rating reviews. President Nicusor Dan nominated
Eugen Tomac as Prime Minister to form a cabinet. If he
cannot secure parliament’s support, early election risk
remains in play. Local bonds (unhedged) have
underperformed year-to-date.

Tirkiye: an overhaul of the main opposition party

The Iranian conflict has put energy importer Turkiye under
pressure, testing the country’s macroeconomic adjustment
programme. But the government’s proactive policy
response helped cushion the blow. That was until a recent
bout of local political headlines around a court-instigated
overhaul of the main opposition party, the centre-left
Republican People's Party (CHP), led to more meaningful
underperformance. Turkish local bonds (unhedged) have
been the third worst performer in the JP Morgan GBI-EM
GD index year-to-date.
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The statements contained herein may include statements of future expectations and other forward-looking statements that are based on
management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results,
performance or events to differ materially from those expressed or implied in such statements. We assume no obligation to update any forward-
looking statement.

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full amount
invested. Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of
the country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown
may be higher or lower if converted into the investor’s local currency. This is for information only and not to be construed as a solicitation or an
invitation to make an offer to buy or sell any securities. The views and opinions expressed herein, which are subject to change without notice, are
those of the issuer or its affiliated companies at the time of publication. The data used is derived from various sources and assumed to be accurate
and reliable at the time of publication. but it has not been independently verified; its accuracy or completeness is not guaranteed and no liability is
assumed for any direct or consequential losses arising from its use, unless caused by gross negligence or willful misconduct. The duplication,
publication, extraction or transmission of the contents, irrespective of the form, is not permitted, except for the case of explicit permission by
Allianz Global Investors.

This material has not been reviewed by any regulatory authorities.

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global
Investors Asia Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional/professional investors only,
and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia.
AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to
ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by
Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by Allianz Global
Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt fir Finanzdienstleistungs-aufsicht (BaFin) and is
authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) Ltd. company number
11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors (Schweiz) AG, authorised by
the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures
Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No.
199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No.
The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association,
the Investment Trust Association, Japan and Type Il Financial Instruments Firms Association; In mainland Chinag, it is for Qualified Domestic Institutional
Investors scheme pursuant to applicable rules and regulations and is for information purpose only; in Taiwan, by Allianz Global Investors Taiwan Ltd.,
licensed by Financial Supervisory Commission in Taiwan; in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by
Indonesia Financial Services Authority (OJK); and in the Abu Dhabi Global Market by Allianz Global Investors Middle East Limited, which is authorised
and regulated by the ADGM Financial Services Regulatory Authority.
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