
M A C R O  G R O U P :  Q 4  E M D  O U T L O O K

Muddling Through
EM Debt when the cycle matures

Oct. 2026

FOR INSTITUTIONAL INVESTORS ONLY - NOT FOR PUBLIC DISTRIBUTION



Prepared by Global Evolution as of Oct. 05, 2026

Q4 EMD OUTLOOK: REVIEW

Late-Cycle Rollercoaster

MACRO PLAYBOOK MARKET EXPECTATIONS

Rollercoaster LHS

YTD, EMD returns showed typical late-cycle volatility 
as monetary conditions tightened.

Relative resilience

EMD has weathered the (rates) storm relatively 
well: Q3 drawdowns much smaller than in core 
fixed income. Similar returns to US HY, which has 
much lower duration, though.

EMD as diversifier RHS

Correlations with G7 bond returns are negative over 
the past 12M.
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EMD OUTLOOK: IN A NUTSHELL

EMD When the Cycle Matures

MACRO PLAYBOOK MARKET EXPECTATIONS

MACRO K-shaped economy keeps monetary tightening risks in check

Growth

• Gradual slowdown. 
Cyclical backdrop 
resilient but more 
volatile. Rate risk 
morphs into credit 
risk. EM–US growth 
gap widening (chart).

.

Inflation

Disinflationary trend 
intact. Geopolitical 
risks peak ahead of the 
midterms. Reversaal of 
energy price spike 
delayed, not derailed.

Policy

Moderate monetary 
headwinds prevail but 
Fed hikes are 
overpriced. Lower leg of 
the K (consumers) 
outweigh inflationary 
impact of upper leg (AI).

Key macro risk

The AI innovation cycle: 
euphoria extended, or 
a credit crunch amid an 
issuance wall, crowding 
out on other bond 
segments?

MARKETS Muddling through, but volatility persists

Review

Our preference for local currency 
EMD played out well in Q3. A 
cautiously constructive stance 
on overall EMD risk proved too 
optimistic as monetary 
headwinds gathered pace in Q3.

Tactical horizon

Risk appetite to recover into 
year-end due to dovish Fed 
repricing and falling oil prices. 
Maintain an overweight in local 
EMD. Spread risk tilted to the 
upside as the credit cycle turns.

Strategic horizon

Global Evolution view: 
Expecting solid carry-driven 
returns. 
Preference to shift towards hard 
currency EMD as duration turns 
into a tailwind. Elevated vol 
argues for a tactical approach.
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Macro Playbook
A K-shaped global economy
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Macro playbook

03

Market expectations

Growth

Inflation

Policy & cycle
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MACRO PLAYBOOK: GROWTH

H2 Slowing but Capex Cycle Still Roaring

MACRO PLAYBOOK

GROWTH ·  INFLATION  ·  POLICY & CYCLE

MARKET EXPECTATIONS

Growth cycle as good as it gets LHS

A gradual turn in the credit cycle is confirmed, as 
past monetary easing fades and the real rate spike 
begins to bite.

The upper leg of the K

Investments, the swing factor of the business cycle, 
remain the key driver of global growth.

AI capex cycle intact RHS

Strong margins signal sustained strength in the AI-
driven global capex cycle.
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MACRO PLAYBOOK: GROWTH

The Lower Leg of the K

MACRO PLAYBOOK

GROWTH ·  INFLATION  ·  POLICY & CYCLE

MARKET EXPECTATIONS

The weak spot

Household income is under pressure 
from persistently high energy prices 
and declining wage growth.

US cushion wearing thin

Declining savings & wealth creation 
have cushioned US households. This 
can only run so far.

The lower leg of the K

We expect household demand to be 
the weak spot, causing global 
growth to slow.

A silver lining

The lower leg of the K limits 
monetary tightening risks.
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MACRO PLAYBOOK: INFLATION

Dis-Inflation Trend Intact

MACRO PLAYBOOK

GROWTH  ·  INFLATION ·  POLICY & CYCLE

MARKET EXPECTATIONS

Underlying inflation falling LHS

Despite persistently high energy prices, underlying 
US inflation is trending down. The mother of all 
central bank fears (2nd round effects) is not 
materializing.

Impulse set to fade

The inflationary impulse from tariffs and energy is 
set to fade in H2.
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EM angle: El Niño vs. 
structural improvements

RHS

El Niño poses upward pressure on headline inflation 
over the coming months. Medium-term, the EM-DM 
inflation gap will likely remain historically tight as 
energy pass-through to EM inflation has declined.
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MACRO PLAYBOOK: POLICY & CYCLE

Upshot: Preventing Monetary Over-Tightening

MACRO PLAYBOOK

GROWTH  ·  INFLATION  ·  POLICY & CYCLE

MARKET EXPECTATIONS

Tightening as expected LHS

Late-cycle tightening plays out 
largely as expected. We expect one 
more Fed hike over 12M.

Manageable

A game-changer vs. 2025, but 
tightening stays < 1 std. dev., not 
enough to put the cycle at risk.

K-shape prevents over-tightening

Strength in the upper leg of the K is 
offset by weakness in the lower leg.

Source of volatility RHS

That said, especially the Fed has 
induced volatility into the market 
place.
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MACRO PLAYBOOK: POLICY & CYCLE

Maturing Cycle → Macro Complacency

MACRO PLAYBOOK

GROWTH  ·  INFLATION  ·  POLICY & CYCLE

MARKET EXPECTATIONS

Late-cycle bellwethers LHS

Monetary tightening, a turning credit cycle & a 
concentrated profit cycle (AI). Very low forecast 
dispersion suggests macro complacency.

Herd behavior & recency bias LHS + RHS

Analysts not only run in the same direction (LHS), 
they also expect the status quo to prevail (RHS).

Diversification is of the essence

However, a maturing cycle means a wider range of 
potential outcomes → diversification is of the 
essence, but harder to find!
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Market Expectations
Muddling through
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Macro playbook

03

Market expectations

Overview

EMD
Asset 
Allocation
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MARKET EXPECTATIONS: OVERVIEW

Macro Resilience vs. Tactical Headwinds

MACRO PLAYBOOK MARKET EXPECTATIONS

OVERVIEW ·  EMD ASSET ALLOCATION

Fundamental risks LHS

The macro backdrop remains resilient, for now 
mostly pointing towards stable spreads.

Sentiment hasn't cleared, yet RHS

Sell signal in early 2026 and YTD returns close to 
flat. Continues to argue for a cautious approach to 
overall EMD risk.

Q4 rebound more likely than not

A better-than-even chance of a rebound in risk 
appetite, as Fed & ECB hikes are over-priced and the 
rate shock peaks.
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MARKET EXPECTATIONS: EMD ASSET ALLOCATION

Rate Risk Cascading into Credit Risk

MACRO PLAYBOOK MARKET EXPECTATIONS

OVERVIEW  ·  EMD ASSET ALLOCATION

Credit risk:  LHS

Global Evolution view:
Monetary tightening and the resulting rate risk are 
now cascading into credit risk.
A maturing credit cycle and heavy DM issuance spell 
moderate spread widening risk.

EM FX risk: Fundamental support RHS

As we expected, local EMD outperformed despite a 
challenging environment for overall risk appetite. 
We believe there’s further upside based on a 
widening EM-US growth gap, USD positioning & 
valuation (EMFX fair).

Bottom-line

Carry & duration drive positive return expectations, 
but risk around spreads is biased to the upside.
Heavy DXY positioning, a widening EM-DM growth 
gap (LHS) and improving valuation (RHS) favours
local EMD tactically.
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MARKET EXPECTATIONS: EMD ASSET ALLOCATION

Downside Risk to Rates, but Vol Lingers

MACRO PLAYBOOK MARKET EXPECTATIONS

OVERVIEW  ·  EMD ASSET ALLOCATION

Higher term premium LHS

Policy uncertainty & central bank surprise potential 
lifted the term premium. Together with the reversal 
of the savings glut, this points to a higher range for 
core yields.

Duration decoupled RHS

Duration decoupled from the growth backdrop as 
macro disappointments failed to contain yields. IN 
the coming months, we expect the upward pressure 
from inflation expectations to reverse and the term 
premium to stabilize (risk to the downside).

Falling UST rates support hard currency EMD 
over the strategic horizon

Peaking oil, dis-inflation, a fully-priced Fed & a clearer 
Fed reaction function creating downside risk to core 
yields next year → hard currency EMD to regain the 
upper hand in an asset allocation context.
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Index Definition

Index Returns

2025 2024 2023 2022 2021

J.P. Morgan EMBI GD
is the J.P. Morgan EMBI Global Diversified Index (EMBI GD): The index is a market capitalization-weighted total return index of hard currency
(USD, EUR, GBP) denominated Brady bonds, loans, Eurobonds and local market debt instruments traded in emerging markets.

14.30 6.54 11.09 -17.78 -1.80

J.P. Morgan GBI-EM GD 

is the J.P. Morgan Government Bond Index for Emerging Markets Global Diversified (J.P. Morgan GBI EM GD) : The index is a comprehensive

global local emerging markets index, and consists of regularly traded, liquid fixed-rate, domestic currency government bonds to which

international investors can gain exposure.
19.26 -2.38 12.70 -11.69 -8.75

50/50 Blended 
(EMBIGDGBIEMGD) is a 50/50 blended benchmark of J.P. Morgan GBI-EM GD and EMBI GD used for Global Evolution strategies with both 
hard currency and local currency exposure. 

16.80 2.01 11.92 -14.75 -5.32

J.P. Morgan CEMBI Broad 
Diversified HY

is a market capitalization weighted index consisting of US dollar denominated emerging market high yield corporate bonds. 9.13 11.67 11.17 -9.77 2.05

J.P. Morgan EMBI Global 
Diversified HY

is a sub index consisting of the high yield part of J.P. Morgan EMBI Global Diversified Index (EMBI GD): The index is a market capitalization-

weighted total return index of hard currency (USD, EUR, GBP) denominated Brady bonds, loans, Eurobonds and local market debt instruments

traded in emerging markets.
18.28 13.00 15.38 -15.68 -1.45

J.P. Morgan CEMBI BD 
is the J.P. Morgan Corporate Emerging Market Bond Index Broad Diversified, which track USD denominated debt issued by emerging market

corporations. CEMBI BD is a granular asset class with 1,331 bonds of 609 different issuers from 52 different countries. 8.72 7.63 9.08 -12.26 0.91

ICE BofaML

ICE BofaML Local Emerging Markets Non-Sovereign Index tracks the performance of local currency emerging markets non-sovereign debt publicly

issued in the international markets. The index includes corporate and quasi-government debt, but excludes sovereign, central bank and

supranational debt.
8.01 8.42 9.43 -11.08 0.83

Bloomberg Barclays Asia 
Credit BBB+ and above

The Bloomberg Barclays Asia Credit BBB+ and above index is a customized Index which contains Asia Credit securities with a minimum rating of

BBB+ 7.41 4.04 6.84 -9.67 -0.50

J.P. Morgan EMBI Global 
Diversified IG

is a sub index consisting of the investment grade part of J.P. Morgan EMBI Global Diversified Index (EMBI GD): The index is a market

capitalization-weighted total return index of hard currency (USD, EUR, GBP) denominated Brady bonds, loans, Eurobonds and local

market debt instruments traded in emerging markets.
10.38 0.32 7.08 -19.76 -1.93

S&P 500
is the Standard & Poor's 500 Index: The index is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies

by market value. The index is widely used as benchmark as reference of large-cap U.S. equities.
16.39 23.31 24.23 -19.44 26.89

US DXY
is a measure U.S. Dollar index, which tracks the value of the U.S. dollar relative to the value of a basket of currencies of the majority of

the U.S.'s most significant trading partners.
-9.37 7.06 -2.11 8.21 6.37

IMPORTANT INFORMATION
There will be significant differences between a client portfolio’s investments and the index. Indices may or may not reflect the reinvestment of dividends; interest or capital gains and the indices are not subject to any of the incentive allocation,
management fees or expenses to which a client portfolio may be subject. It should not be assumed that the client portfolio will invest in any specific securities that comprise the index, nor should it be understood to mean that there is a
correlation between a client portfolio’s returns and the indices. Nor can one assume that correlations to the indices based on historical returns will persist in the future. The Index is included for informational purposes only.

BENCHMARK AND INDICES 
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Index Definition

Index Returns

2025 2024 2023 2022 2021

WTI Crude Oil is the West Texas Intermediate, also known as Texas light sweet and is a grade of crude oil used as a benchmark in oil pricing. -19.94 0.10 -10.73 6.71 55.01

LMEX is the London Metal Exchange (LME) index which is a commodities exchange in London, England, that deals in metal futures. 30.45 3.81 -5.57 -11.51 31.85

10 yr UST Bloomberg US Government 10 Year Term Index Total Return. 3.29 -3.68 0.53 -13.93 -5.51

J.P. Morgan NEXGEM 

is J.P. Morgan’s Next Generation Markets Index: The index tracks dollar-denominated government bonds issued by frontier markets. It is

a fixed-income benchmark that provides exposure to non-investment grade rated, smaller, less liquid population of emerging market

economies. The index closely follows the methodology of EMBI GD.
20.16 11.37 21.01 -18.45 -1.32

MSCI EM

is Morgan Stanley Capital International (MSCI) index for Emerging Markets: The index is used to measure equity market performance in

global emerging markets. The index captures large and mid representation across 24 EM countries and covers approx. 85% of the free

float-adjusted market capitalization in each country.
33.57 7.50 9.83 -20.09 -2.54

Bloomberg Global Bonds

is the Bloomberg Barclays Global aggregate Index that is a flagship measure of global investment grade debt from measured from 24 local

currency markets. It is a multi-currency benchmark which includes treasury, government-related, corporate and securitized fixed-rate

bonds from developed and emerging markets issuers.
8.17 -1.69 5.72 -16.25 -4.71

Frontier Markets Composite, 
Gross of Fees

The strategy invests in both local and hard currency denominated debt and currency instruments from frontier markets globally. To achieve the

investment objective, Global Evolution’s investment process focuses on investing early in countries where there is positive momentum towards

improving fundamental underpinnings, where the political environment is stable or a catalyst for positive change is present, where the financial

infrastructure supports external investment, and where well-compensated risk premium exists that represents good value. Strategies are well-

diversified and designed to provide attractive risk-adjusted returns.

22.28 17.25 11.71 -7.52 11.78

J.P. Morgan - Corporate 
EMBI Broad Diversified 
Maturity 1-3 years

J.P. Morgan Corporate EMBI Broad Div. Maturity 1-3: is a US dollar denominated Emerging Market Corporate Bond Index that represents short

duration corporate debt with a duration of up to 3 years. 6.84 8.48 8.00 -7.77 1.80

1/3 J.P. Morgan EMBI GD + 
1/3 J.P. Morgan GBI-EM GD 
+ 1/3 J.P. Morgan CEMBI BD

This is a combined benchmark of the three indices EMBI GD, GBI-EM GD and CEMBI BD, each making up a third. This benchmark captures both

the sovereign bonds market in hard and local currencies as well as the corporate bonds market for corporates denominated in USD, meaning it

covers a wide spectrum of the emerging market.
14.06 3.86 11.01 -13.87 -3.26

50% J.P. Morgan EMBI GD IG 
+ 50% J.P. Morgan CEMBI 
BD IG

This is a 50/50 blended benchmark of J.P. Morgan EMBI GD IG and CEMBI BD IG, thereby covering the investment grade part of both the

sovereign and corporate bonds market denominated in hard currencies (only USD denominated bonds for the corporate market). 9.42 2.61 7.34 -17.00 -0.92

IMPORTANT INFORMATION
There will be significant differences between a client portfolio’s investments and the index. Indices may or may not reflect the reinvestment of dividends; interest or capital gains and the indices are not subject to any of the incentive allocation,
management fees or expenses to which a client portfolio may be subject. It should not be assumed that the client portfolio will invest in any specific securities that comprise the index, nor should it be understood to mean that there is a
correlation between a client portfolio’s returns and the indices. Nor can one assume that correlations to the indices based on historical returns will persist in the future. The Index is included for informational purposes only.

BENCHMARK AND INDICES 
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Global Evolution Asset Management A/S (“GEAM”) is incorporated in Denmark and authorized and regulated by the Danish FSA (Finanstilsynet). GEAM DK is located at Buen 11, 2nd Floor, Kolding 6000, Denmark.

GEAM has a United Kingdom branch (“Global Evolution Asset Management A/S (London Branch)”) located at Level 8, 24 Monument Street, London, EC3R 8AJ, United Kingdom. This branch is authorized and regulated by the Financial Conduct Authority under FCA # 954331. In Canada,
while GEAM has no physical place of business, it has filed to claim the international dealer exemption and international adviser exemption in Alberta, British Columbia, Ontario, Quebec and Saskatchewan.

In the United States, investment advisory services are offered through Global Evolution USA, LLC (‘Global Evolution USA”), a Securities and Exchange Commission (“SEC”) registered investment advisor. Global Evolution USA is located at: 250 Park Avenue, 15th floor, New York, NY.
Global Evolution USA is a wholly owned subsidiary of Global Evolution Financial ApS, the holding company of GEAM. Portfolio management and investment advisory services are provided to GE USA clients by GEAM. GEAM is exempt from SEC registration as a “participating affiliate” of
Global Evolution USA as that term is used in relief granted by the staff of the SEC allowing U.S. registered investment advisers to use investment advisory resources of non-U.S. investment adviser affiliates subject to the regulatory supervision of the U.S. registered investment adviser.
Registration with the SEC does not imply any level of skill or expertise. Prior to making any investment, an investor should read all disclosure and other documents associated with such investment including Global Evolution’s Form ADV which can be found at
https://adviserinfo.sec.gov.

In Singapore, Global Evolution Fund Management Singapore Pte. Ltd (“Global Evolution Singapore”) has a Capital Markets Services license issued by the Monetary Authority of Singapore for fund management activities. It is located at Level 39, Marina Bay Financial Centre Tower 2, 10
Marina Boulevard, Singapore 018983.

GEAM, Global Evolution USA, and Global Evolution Singapore, together with their holding companies, Global Evolution Financial Aps and Global Evolution Holding Aps, make up the Global Evolution group affiliates (“Global Evolution”).

Global Evolution, Conning, Inc., Goodwin Capital Advisers, Inc., Conning Investment Products, Inc., a FINRA-registered broker-dealer, Conning Asset Management Limited, Conning Asia Pacific Limited, Octagon Credit Investors, LLC, and Pearlmark Real Estate, L.L.C. and its subsidiaries
are all direct or indirect subsidiaries of Conning Holdings Limited (collectively, “Conning”) which is one of the family of companies whose controlling shareholder is Generali Investments Holding S.p.A. (“GIH”) a company headquartered in Italy. Assicurazioni Generali S.p.A. is the
ultimate controlling parent of all GIH subsidiaries. Conning has investment centers in Asia, Europe and North America.

Conning, Inc., Conning Investment Products, Inc., Goodwin Capital Advisers, Inc., Octagon Credit Investors, LLC, PREP Investment Advisers, L.L.C. and Global Evolution USA, LLC are registered with the SEC under the Investment Advisers Act of 1940 and have noticed other jurisdictions
they are conducting securities advisory business when required by law. In any other jurisdictions where they have not provided notice and are not exempt or excluded from those laws, they cannot transact business as an investment adviser and may not be able to respond to
individual inquiries if the response could potentially lead to a transaction in securities.

Conning, Inc. is also registered with the National Futures Association. Conning Investment Products, Inc. is also registered with the Ontario Securities Commission. Conning Asset Management Limited is Authorised and regulated by the United Kingdom's Financial Conduct Authority
(FCA#189316); Conning Asia Pacific Limited is regulated by Hong Kong’s Securities and Futures Commission for Types 1, 4 and 9 regulated activities; Global Evolution Asset Management A/S is regulated by Finanstilsynet (the Danish FSA) (FSA #8193); Global Evolution Asset Management
A/S (London Branch) is regulated by the United Kingdom's Financial Conduct Authority (FCA# 954331); Global Evolution Asset Management A/S, Luxembourg branch, registered with the Luxembourg Company Register as the Luxembourg branch(es) of Global Evolution Asset
Management A/S under the reference B287058. It is also registered with the CSSF under the license number S00009438.. Conning primarily provides asset management services for third-party assets.

This publication is for informational purposes and is not intended as an offer to purchase any security. Nothing contained in this communication constitutes or forms part of any offer to sell or buy an investment, or any solicitation of such an offer in any jurisdiction in which such offer
or solicitation would be unlawful.

All investments entail risk, and you could lose all or a substantial amount of your investment. Past performance is not indicative of future results which may differ materially from past performance. The strategies presented herein invest in foreign securities which involve volatility and
political, economic and currency risks and differences in accounting methods. These risks are greater for investments in emerging and frontier markets. Derivatives may involve certain costs and risks such as liquidity, interest rate, market, and credit.

This communication may contain Index data from J.P. Morgan or data derived from such Index data. Index data information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index is used with permission. The
Index may not be copied, used, or distributed without J.P. Morgan's prior written approval. Copyright 2024, J.P. Morgan Chase & Co. All rights reserved.

This communication may contain aggregate peer analysis data has been obtained from eVestment Alliance LLC and its affiliated entities (collectively, "eVestment"). eVestment reserves all rights, including to ownership and distribution. eVestment collects information directly from
investment management firms and other sources believed to be reliable; however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information provided and is not responsible for any errors or omissions. Performance results may be
provided with additional disclosures available on eVestment’s systems and other important considerations such as fees that may be applicable. Not for general distribution. * All categories not necessarily included; Totals may not equal 100%. Copyright 2013‐2024 eVestment Alliance,
LLC. Returns less than a year are not annualized.

While reasonable care has been taken to ensure that the information herein is factually correct, Global Evolution makes no representation or guarantee as to its accuracy or completeness. The information herein is subject to change without notice. Certain information contained
herein has been provided by third party sources which are believed to be reliable, but accuracy and completeness cannot be guaranteed. Global Evolution does not guarantee the accuracy of information obtained from third party/other sources.

The information herein is not intended to provide, and should not be relied upon for, accounting, legal or tax advice or investment recommendations.

Legal Disclaimer ©2026 Global Evolution.

This document is copyrighted with all rights reserved. No part of this document may be distributed, reproduced, transcribed, transmitted, stored in an electronic retrieval system, or translated into any language in any form by any means without the prior written permission of Global
Evolution, as applicable.
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