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Overview

• Investor sentiment toward 
emerging market (EM) debt has 
turned positive, supported by 
steady inflows and improving 
performance.

• Demand for non US assets 
is rising amid high US asset 
concentrations, policy 
uncertainty, and a weakening 
dollar.

• EM bond flows turned positive 
in 2025 after three years of 
outflows.

• Momentum has continued 
into 2026, with six months of 
consistent inflows pointing to 
structural reallocation versus a 
tactical rebound.

Shifting sentiment - positive flow picture for EM debt 

Investment flows into EMs have been 
strong, especially portfolio flows driven 
by the search for alternatives to US assets. 
After a period when EM assets were 
largely ignored, the pickup in EM flows 
in 2025 coincides with the declining US 
dollar (Figure 1). The US dollar weakened 
more than 9% in 2025, as heightened 
policy and growth uncertainties 
challenged the narrative of “US 

exceptionalism”. Yet the dollar remains 
elevated and expensive, in our view, and 
above its long-term historical average. 
We continue to believe that, as foreign 
investors scale back US allocations or 
repatriate capital, demand for US assets 
- and by extension the US dollar - may
weaken further.

Figure 1: Dollar cycles are typically long-lasting, and after a decade of strength, the 
dollar regime appears to be shifting 
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EM bond fund flows were deeply 
negative from 2022 to 2024, reflecting 
higher US interest rates, dollar strength, 
and a strong preference for US assets. 
That dynamic has now reversed. 2025 
marked an inflection point, with total 
inflows of USD30.9 billion and continued 
momentum this year, with year-to-date 
2026 flows already positive at USD17.7 
billion (Figure 2). Importantly, flows to 
EM over the last six months have been 
consistently positive, reinforcing our view 
that this is not just a one‑off rebound — 
to us this looks like the early innings of a 
broader reallocation (Figure 3).

Indeed, the large share of US assets in 
global portfolios has created conditions 
for a potential rebalancing of capital away 
from the US. Strong relative performance, 
favorable growth differentials, a 
weakening US dollar, and cheap starting 
point valuations make EM assets 
potentially attractive alternatives that 
investors have under-allocated to over the 
last decade. 

Figure 2: EM bond fund flows (USD bn)
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Source: J.P. Morgan, EPFR Global, Bloomberg Finance L.P. Data as of Feb. 27, 2026.

Figure 3: 6-month EM bond fund flows (USD bn)
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The recent improvement in flows has been 
supported by performance. Non‑US fixed 
income outperformed US fixed income 
in 2025, with EM local currency bonds 
leading the major fixed income categories 
(Figure 4). This represents a notable 

change, with performance and flows 
now reinforcing each other, as investors 
respond to improved returns by increasing 
allocations.

Figure 4: Non-US fixed income outperformed US fixed income in 2025 
2025 performance of major fixed income asset classes
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Source:  Bloomberg Finance L.P. Data as of Dec 31, 2025. Emerging Markets Local Currency Bonds represented 
by JPM GBI-EM Index, EM Credit – External Bonds by JPM EMBI-GD Index, EM Credit – Corporate Bonds by JPM 
CEMBI Broad Diversified Index, Developed Market Non-US Bonds by FTSE Non-US WGBI Index, Global Bonds 
by Bloomberg Global Aggregate Index, US Corporate Bonds by Bloomberg US Corporate Index, and US Bonds 
by Bloomberg US Aggregate Index. Past performance is not a guarantee of future results. An investor cannot 
invest directly in an index.

Conclusion 

We believe the recent improvement 
in flows into EM debt reflects a shift in 
investor behavior rather than a short‑term 
bounce. After years of strong preference 
for US assets, global portfolios are now 
heavily skewed toward the US, and it 
appears that investors are increasingly 
looking to rebalance. A weaker US dollar, 
better EM-developed market growth 

differentials, and attractive EM valuations, 
in our view, are helping to drive renewed 
interest in EM assets. With performance 
supporting inflows, we believe the current 
dynamic looks more durable than in 
previous cycles, positioning EM debt to 
potentially benefit from ongoing portfolio 
reallocation.



Investment risks

The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) 
and investors may not get back the full amount invested. 

Fixed-income investments are subject to credit risk of the issuer and the effects of changing interest rates. Interest 
rate risk refers to the risk that bond prices generally fall as interest rates rise and vice versa. An issuer may be unable 
to meet interest and/or principal payments, thereby causing its instruments to decrease in value and lowering the 
issuer’s credit rating. 

Non-investment grade bonds, also called high yield bonds or junk bonds, pay higher yields but also carry more risk 
and a lower credit rating than an investment grade bond. 

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in 
foreign currencies, political and economic instability, and foreign taxation issues. 

The performance of an investment concentrated in issuers of a certain region or country is expected to be closely 
tied to conditions within that region and to be more volatile than more geographically diversified investments.

Important information

This document is intended only for professional investors in Hong Kong, for Institutional Investors and/or 
Accredited Investors in Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic 
Institutional Investors approved by local regulators only in the People’s Republic of China, for certain 
specific Qualified Institutions and/or Sophisticated Investors only in Taiwan, for Qualified Professional 
Investors in Korea, for certain specific institutional investors in Brunei, for Qualified Institutional Investors 
and/or certain specific institutional investors in Thailand, for certain specific institutional investors in 
Malaysia upon request, for certain specific institutional investors in Indonesia and for qualified buyers in 
Philippines for informational purposes only. This document is not an offering of a financial product and 
should not be distributed to retail clients who are resident in jurisdiction where its distribution is not 
authorized or is unlawful. Circulation, disclosure, or dissemination of all or any part of this document to 
any unauthorized person is prohibited. 

This document may contain statements that are not purely historical in nature but are 
"forward-looking statements," which are based on certain assumptions of future events. Forward-looking 
statements are based on information available on the date hereof, and Invesco does not assume any 
duty to update any forward-looking statement. Actual events may differ from those assumed. There can 
be no assurance that forward-looking statements, including any projected returns, will materialize or that 
actual market conditions and/or performance results will not be materially different or worse than those 
presented. 

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot 
be guaranteed. Investment involves risk. Please review all financial material carefully before investing. 
The opinions expressed are based on current market conditions and are subject to change without notice. 
These opinions may differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons 
into whose possession this marketing material may come are required to inform themselves about and to 
comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any 
jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such 
an offer or solicitation.

This document is issued in the following countries:

• in Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 45/F, Jardine House, 1 Connaught 
Place, Central, Hong Kong.

• in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, 
Singapore 048619.

• in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). 
Invesco Taiwan Limited is operated and managed independently.
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