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Global Economic Outlook
We expect growth to slow in most parts of the world.
US data had been better than expected earlier this
year but then softened somewhat recently. We still
expect annual growth in 2012 slightly above 2% but
continued deleveraging, the still weak housing
market, and tighter fiscal policy limit the strength of
the recovery. We believe that more quantitative
easing remains a possibility if growth surprises on
the downside.
The European debt crisis is unlikely to be resolved
any time soon. The core Euro zone countries
continue to stick to their strategy of keeping
pressure on the periphery to implement fiscal
adjustment and structural reforms. Following the
French elections we expect some attempts at
softening that stance with a stronger emphasis on
growth measures but we do not expect a substantial
change in the overall austerity strategy. Increases in
the "fire walls" of available European and
International Monetary Fund (IMF) resources have
raised the likelihood of IMF programs with Spain and
possibly Italy, given the reluctance of the European
Central Bank to play a larger role in backstopping
peripheral sovereign debt markets.
The status of Greece’s position in the European
Union is still evolving. The probability of a Greek exit
from the Euro has increased following recent
parliamentary elections, the failure to form a
government and the decision to hold new elections
in June. Banking sector liquidity and solvency
concerns and related market volatility have also
risen. While Greece’s exit alone would not change
our outlook on the global economy, we are factoring
in rising probabilities of a failure of European policy
makers to prevent contagion to other fiscally weak
European nations and potentially strong pressures
on peripheral European banking systems.
In the meantime, we expect the process towards
more fiscal integration among the Euro zone
countries to continue, but that is a slow process. In
any case, fiscal adjustment continues throughout
the Euro zone and banks are expected to delever to
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help meet tougher capital requirements. As a result,
we expect negative growth in the Euro zone in 2012.
Growth is also slowing in China, but we do not expect
a hard landing. We currently forecast 8.0% growth in
2012 as we do not see specific impulses that could
push up growth above 8.5% in the second half of the
year. With lower inflation pressures we have seen a
shift towards selective easing of macro policies in
China but we have not seen and do not expect to
see aggressive policy action this year. The policy bias
towards easing should provide some support though
questions remain regarding the effectiveness given
lower loan demand. Relatively tight restrictions in
the housing sector remain in place as the price
adjustment continues. Recent sales numbers
suggest that we are not facing an acceleration of
price declines. However, we would expect more
aggressive policy measures if the housing downturn
were to accelerate significantly.

Emerging Market Country Economic Outlook
The growth outlook has slowed in most emerging
market (EM) countries driven by past monetary
tightening in some EMs and weaker growth in
developed markets. Inflation is starting to decline
and we expect that to continue as commodity prices
have trended gradually lower and economic activity
is slowing. However, EM currency weakness has
been slowing the disinflation and is preventing some
central banks from lowering rates. In fact, some
central banks in Eastern Europe have been
tightening with a view to support their currencies.
However, in most EMs central banks have an easing
bias and we expect this to persist in 2012. Fiscal
positions remain strong in most EMs and little fiscal
adjustment is needed in 2012, in our view. From a
regional perspective, we believe Latin America and
Asia are best positioned to weather the European
sovereign crisis, with Eastern Europe much more
exposed to declining growth and deleveraging in
Western Europe.

Local Currency Debt
Over the past few months, EM local currencies have
underperformed due to several factors including, but
not limited to:
1. more aggressive than expected intervention
from central banks;
2. slower growth in China;
3. lower commodity prices;
4. increased concerns about Greece exiting
the Euro; and
5. potential restructuring of Spanish banks.
We think many EM local currencies are priced at
attractive levels. Currency valuations have become
more competitive recently and, we believe, central
banks have become more willing to support their
currencies during periods of heightened volatility.
We also believe that the growth outlook for the
second half of 2012 and for the first quarter of
2013 will improve as a result of monetary easing
over the past year. Weaker currencies may also help
spur growth.
However, near-term performance of local currency
debt markets remains strongly related to the global
macro outlook, and especially to developments in
Europe. In local fixed income, we believe the
prospect of more monetary easing creates value in
several markets. We broadly prefer Latin America
and Asia over Eastern Europe.

Hard Currency Sovereign Debt
Credit spreads have recently widened reflecting, in
our view, concerns about global growth and
declining risk sentiment due to European debt
concerns. We continue to expect compression of
EM sovereign debt spreads relative to US Treasuries
based on improving credit quality and strong relative
growth in many EMs. Technical factors such as
limited supply and high institutional demand for EM
sovereign debt also remain supportive. We believe
total returns on the sector will be negatively
impacted by a rapid increase in US interest rates,
but we see little risk of this event in the near term.
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We believe spread tightening in 2012 will be led by
some of the sector’s highest beta credits such as
Argentina, where sovereign capacity and willingness
to repay debt is, in our view, underappreciated by
the market. Recent news from Argentina has not
been constructive for markets. The Argentina
government, for example, re-nationalized YPF, a
major oil and gas producer in May. But Argentina
has limited debt service requirements in 2012 and
growth remains strong. We also expect spread
tightening from select, investment grade credits that
have lagged the market in recent months either due
to trade linkages with a slow-growing US (Mexico) or
concerns of rising political risk (Russia). We believe
spread levels in both of these countries are
attractive given continuation of prudent fiscal
policies.

Corporate Debt
Strong investor demand and increased allocations to
the asset class have enabled issuance of over $120
billion in EM corporates year-to-date.i While in the
short term, returns in the sector remain vulnerable
to downturns in risk sentiment driven primarily by
events in developed Europe, we believe that EM
corporate fundamentals remain strong and we view
depressed valuations as a result of Europe-related
selling as a buying opportunity.
In our view, the medium- to long-term opportunity in
the sector is compelling. We continue to like
commodity producers in the oil & gas and metals &
mining industries. Despite the volatility in developed
markets and its potential impact on global growth,
we continue to see favorable supply and demand
dynamics in certain commodities. Our portfolios
currently favor lower volatility investments in
Indonesian coal and Russia domestic gas, as
examples.

As of May 17, 2012, Source: JP Morgan. Includes quasisovereign and corporate debt. The quasi-sovereign debt
included in this figure includes companies that are not
fully owned by the respective government.
i

We are also focused on domestically-oriented
industries in countries benefiting from growth in
consumption and of the middle class. Examples of
these industries include shopping mall operators,
wireless telecom companies, Cable/Pay TV
companies and electric utilities.
While we have recently added to positions in
investment grade credits, we believe valuations of
EM corporate high yield (HY) debt are becoming
increasingly compelling following the recent
downturn in the market. We will consider tactically
increasing our exposure to core HY positions,
particularly if we believe that selling pressure is
unrelated to credit quality and creates exceptional
bond valuations as it did in September 2011.
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Disclaimer
This material is solely for informational purposes and shall not constitute an offer to sell or the solicitation to
buy securities. The opinions expressed herein represent the current, good faith views of the author(s) at the
time of publication and are provided for limited purposes, are not definitive investment advice, and should not
be relied on as such. The information presented in this article has been developed internally and/or obtained
from sources believed to be reliable; however, Stone Harbor Investment Partners LP (“Stone Harbor”) does not
guarantee the accuracy, adequacy or completeness of such information. Predictions, opinions, and other
information contained in this presentation are subject to change continually and without notice of any kind and
may no longer be true after the date indicated. Any forward-looking statements speak only as of the date they
are made, and Stone Harbor assumes no duty to and does not undertake to update forward-looking
statements. Forward-looking statements are subject to numerous assumptions, risks and uncertainties, which
change over time. Actual results could differ materially from those anticipated in forward-looking statements.
This material is directed exclusively at investment professionals. Any investments to which this material relates
are available only to or will be engaged in only with investment professionals.
The value of investments and income from them can fluctuate and are not guaranteed. Investors may not get
back the amount invested. Rates of exchange may cause the value of investments to go up or down. The
value of investments will fall in the event of the default or reduced credit rating of the issuer. Past
performance is not a guarantee of future results.
Investment services are provided by Stone Harbor and Stone Harbor Investment Partners (UK), LLP. Stone
Harbor is an SEC registered investment adviser. Stone Harbor Investment Partners (UK), LLP, a limited liability
partnership, is authorized and regulated by the Financial Services Authority.
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