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Key takeaways

• After a relatively stable summer,

and very strong performance this

year, we reaffirm the case for

investing in emerging market

(EM) fixed income.

• We like a set of EM currencies,

and EM local currency duration

remains a high conviction;

however, we suggest an active

approach to managing political

and global macro risks.

• As the outlook for US monetary

policy comes back in focus, so

has the debate around central

bank independence. This month,

we review the experience of

some EM economies.

September 2025 – As summer ends

and it’s “back to school” (and

markets), we can reflect on a

relatively stable summer where carry

rather than price appreciation has

driven emerging market (EM) bond

returns. This year’s impressive EM

fixed income performance continues:

hard currency sovereign debt

returned 8.7% to the end of August

and local currency was up 14% (data

from Bloomberg).

Despite political noise, trade 

uncertainty fell over the summer. The 

powerful combination of anticipated 

lower US interest rates, a softer US 

dollar, lower volatility and paced EM 

monetary policy easing came 

together to create a supportive 

environment for EM debt. 

Since June, some of our preferred 

currencies, such as the Brazilian real 

and Turkish lira, have been top 

performers (Bloomberg data). There 

are still reasons to like them – as 

monetary policy outlooks, real-yield 

cushions and measures of risk and 

return, such as carry-to-vol, remain 

enticing. EM local currency duration 

also remains a high conviction 

position in our portfolios, as high real 

interest rates give central banks room 

to cut in the context of slowing 

growth. We still like local duration 

opportunities in Brazil, Peru, Romania 

and South Africa, but an active 

approach to managing EM positions 

remains essential amid political 

uncertainty. We are more cautious on 

spread assets because of tight 

spreads, softer global growth and 

expected forthcoming issuance. 

Recent White House statements that 

call for a looser monetary policy 

stance by the Federal Reserve, in the 

context of larger medium-term fiscal 

deficits, support our US curve 

steepening position. 

The renewed focus on US monetary 

policy expectations that followed 

softer US jobs data last month has 

been accompanied by a debate on 

central bank independence. President 

Donald Trump’s administration seems 

eager to reshape the monetary policy 

decision-making group at the Federal 

Reserve. Although this possibility has 

weighed on the US dollar, markets 

have so far played down the potential 

for a seismic shift in near-term US 

monetary policy. 
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Central bank independence is a foundation of effective

economic policy. Research shows a sustained increase in

central bank independence over the past century, across

countries’ income levels.¹ This can be measured by the

Central Bank Independence - Extended (CBIE) index, by

Davide Romelli, which scores central banks on a scale of 0

(no independence) to 1 (full independence). For reference,

the Federal Reserve’s score of 0.61, an average one

globally, has been fairly stable over time (see fig.1).

World Bank research suggests that, by acting as a

constraint on central bank lending to the government,

independence improves the latter’s ability to borrow at

lower cost, especially in EM.² However, in assessing central

banks, it is important to distinguish between de jure and

de facto independence – a distinction not always captured

in the CBIE score. Here, we review the experiences of

Argentina, Türkiye and South Africa.

Fig. 1 Measuring the independence of central banks

Source: Central Bank Independence - Extended (CBIE) Index by Romelli (2022). The scale runs

from 0 (no independence) to 1 (full independence).

Argentina’s CBIE score is highly volatile. After reforms in

the 1990s strengthened it, the economic crisis and debt

default of 2001 initiated a progressive erosion of the

Banco Central’s (BCRA) independence. After the currency

board collapsed, reforms in 2002 switched the BCRA to

quantitative monetary targets and opened it to direct

monetary financing of the Treasury. A new charter in 2012

then set a “dual mandate” for the bank and expanded

limits on government financing. This made the bank more

susceptible to political influence, with frequent leadership

changes. Inflation targeting resumed briefly during the

administration of Mauricio Macri but gave way to

extensive fiscal deficit financing under his successor,

Alberto Fernández, which fuelled high inflation. Argentina

has gone through several bouts of high inflation and credit

events. In 2024, inflation exceeded 200% year-on-year

(yoy) before falling to about 37% in August 2025

(Bloomberg data). Since President Javier Milei took over,

some progress has been made in reducing distortions, but

more work lies ahead. Investors are reallocating capital to

Argentina’s reform story, a trend we have highlighted.

The Constitution of South Africa states that the Reserve

Bank (SARB) must act “independently and without fear,

favour or prejudice” with its primary objective to protect

“the value of the currency”, which is read as maintaining

price stability. This has been done via an inflation

targeting framework using the repo rate as the primary

policy tool. Success in containing inflation has hinged on

the bank’s credibility. Debate has sometimes concerned

whether to target additional objectives (eg, growth and

employment) and attempts have been made to influence

the SARB, for instance by changing its ownership structure.

However, the political establishment has effectively

allowed it to defend its independence. Indeed, the SARB

has been an interesting case where its de facto

independence exceeds what is de jure. Stability in SARB

leadership has contributed to this as well as to monetary

discipline and institutional credibility. Governor Lesetja

Kganyago, in office since 2014, was reconfirmed last year

for a third term. International investors have come to see
the SARB as an anchor in turbulent fiscal and political times.

Türkiye illustrates well the difference between de jure and

de facto independence. Its CBIE score has been stable

since the reforms of the early 2000s. The 2001 amendment

to the Central Bank of the Republic of Türkiye (CBRT)’s

law, which followed a severe economic crisis and IMF

support, saw an independent Monetary Policy Committee

being set up and tasked with a mandate of price stability.

However, a series of more politically aligned appointees

took the helm of the bank from 2010 onwards, with more

frequent leadership changes since 2019. Pressure also

grew for the CBRT to lower interest rates regardless of the

inflation outlook. Markets have come to view CBRT’s

independence as de facto compromised, although a more

stable period has ensued since the 2023 elections. The

bank has set monetary policy more consistently, with

inflation falling from a peak of 86%yoy in 2022 to about

34% in August 2025 (Bloomberg data). International

investors have gone back into local currency instruments,

highlighting how more orthodox policy can attract

investment and lower borrowing costs.

¹Romelli, “Trends in Central Bank Independence: A De-jure
Perspective”, February 5, 2024, BAFFI CAREFIN Centre Research
Paper No. 217.

²Athanasopoulos, Fraccaroli, Kern & Romelli, “Central bank
independence and sovereign borrowing”, July 2025, World Bank
Policy Research Working Paper 11179.

https://ap.allianzgi.com/-/media/allianzgi/globalagi/editorial/emd-monthly-market-musings-may-2025/web-allianzgi-ap-emd-monthly-2025-05.pdf?rev=3ae5fee276f0422fa2c2fecc849a0f3c&hash=B2595A5B4E4DDE38ECBA18E7E28D26C4
https://ap.allianzgi.com/-/media/allianzgi/globalagi/editorial/emd-monthly-market-musings-may-2025/web-allianzgi-ap-emd-monthly-2025-05.pdf?rev=3ae5fee276f0422fa2c2fecc849a0f3c&hash=B2595A5B4E4DDE38ECBA18E7E28D26C4


MONTHLY MARKET MUSINGS SEPTEMBER 2025

Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past 

performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does not 

constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer 

to buy any security. 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.

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. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed

and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the 

contents, irrespective of the form, is not permitted. This material has not been reviewed by any regulatory authorities. In mainland China, it is for 

Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose only. This document does 

not constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC. This 

communication's sole purpose is to inform and does not under any circumstance constitute promotion or publicity of Allianz Global Investors products 

and/or services in Colombia or to Colombian residents pursuant to part 4 of Decree 2555 of 2010. This communication does not in any way aim to 

directly or indirectly initiate the purchase of a product or the provision of a service offered by Allianz Global Investors. Via reception of this document, 

each resident in Colombia acknowledges and accepts to have contacted Allianz Global Investors via their own initiative and that the communication 

under no circumstances arises from any promotional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that 

accessing any type of social network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may 

access specific information on the products and services of Allianz Global Investors. This communication is strictly private and confidential and may not 

be reproduced, except for the case of explicit permission by Allianz Global Investors. This communication does not constitute a public offer of securities 

in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. This communication and the information provided herein should 

not be considered a solicitation or an offer by Allianz Global Investors or its affiliates to provide any financial products in Brazil, Panama, Peru, and 

Uruguay. In Australia, this material is presented by Allianz Global Investors Asia Pacific Limited (“AllianzGI 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. AllianzGI 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. This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors 

GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungs-aufsicht (BaFin); Allianz Global 

Investors (Schweiz) AG; Allianz Global Investors UK Limited, authorized and regulated by the Financial Conduct Authority; 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 II Financial 

Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in 

Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK).
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