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What drives emerging markets?
6 February 2026, 16:30 UTC, written by UBS Editorial Team

We outline the varied factors, at home and abroad, that support EM assets.

Global investors’ appetite for emerging markets (EM) has grown through the tail end of 2025 and into this year. Part
of this renewed interest is undoubtedly performance driven—EM equities (using MSCI index data) delivered a standout
34% return in 2025, their best year since 2017 and one that outpaced global peers.

But enthusiasm is also a function of an improved macro and policy backdrop, and helpful global developments,
including the movement of the US dollar.

There is a risk that investors outside the region see EM assets as being overly dependent on the US dollar’s direction, so
there is fear that any consolidation or renewal in the US currency may excessively weigh on emerging nations.

However, our research shows that the drivers of EM performance are far more diverse and robust.

The US dollar’s direction is important, but it is only one piece of a much larger puzzle.
Let’s look at why we believe EM assets will benefit from resilient global growth, improving fundamentals, supportive
policy environments, and commodity strength—factors that go well beyond currency fluctuations.

EM equities. EM stocks have performed well since January 2025, with all bar three (Czechia, India, Indonesia)
delivering positive total returns. We hold an Attractive rating on EM equities for our tactical investment horizon,
underpinned by robust earnings growth, favorable policy environments, and attractive valuations. The softer US dollar
has certainly helped, sustaining capital inflows and improving liquidity, but the story extends to domestic drivers
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and innovation as well. China, India, Brazil, and Indonesia are CIO’s preferred markets, reflecting secular growth
opportunities, strong liquidity, and compelling local dynamics.

Earnings growth is the key engine: MSCI EM is expected to deliver the highest global EPS growth rate in 2026 at 20%,
fueled by China’s earnings recovery, rapid AI adoption, and resilient domestic and external demand. China’s tech sector
is rated Most Attractive, with government support for AI and digital platforms driving innovation and earnings and
presenting a number of opportunities in a fast-evolving value chain. India’s resilient growth, supported by fiscal reforms
and a favorable monetary environment, adds further strength amid a more favorable trading relationship with the US
following the recent trade agreement. Commodity exporters like Brazil and Indonesia should benefit from higher prices
for metals and minerals, improving their terms of trade and supporting corporate profits.

Policy support is another critical driver. Fiscal stimulus in Asia, property market easing in China, and expected rate cuts
in Brazil are all helping to cushion the scope for losses and boost sentiment. Improvements in corporate governance,
especially in Asia, are raising return-on-equity ratios and supporting valuations. Despite recent gains, EM valuations
remain attractive relative to developed markets, and global investors remain underallocated, leaving room for further
inflows.

EM equities are sensitive to the US dollar, but not exclusively so. Historically, during episodes of a weakening US dollar,
every 1% drop in the US dollar index (DXY) is associated with a 3.8% gain in EM equities, with LatAm (+4.7%), CEEMA
(+3.8%), and EM Asia (+3.7%) all showing strong positive correlations based on our analysis and data since 2007.
However, the current environment shows that earnings, innovation, policy, and increasing investor appetite to seek
diversification are equally—if not more—important in driving performance.

EM hard currency debt. EM hard currency bonds—those denominated in US dollars or other major currencies—
delivered robust returns in 2025, with sovereigns up 14.3% and corporates up 8.7%. The asset class has benefited from
lower developed market yields, tighter credit spreads, and ongoing improvements in credit fundamentals, including
rating upgrades and lower default rates. CIO has recently upgraded EM bonds to Attractive, expecting continued
outperformance versus cash and developed market bonds.

The decline in developed market yields, as central banks like the Federal Reserve lower policy rates, has provided a
tailwind for EM fixed income. Credit spreads have narrowed, reflecting improved investor confidence and healthier
issuer balance sheets. The number of distressed issuers with spreads above 1,000 basis points has declined, signaling a
more stable environment. Commodity strength has further improved fundamentals, with exporters like Chile, Brazil, and
South Africa benefiting from higher prices and better trade balances.

EM hard currency debt is sensitive to the US dollar, especially for issuers with large external debt. A weaker dollar eases
debt serviceability and attracts investor flows, while a stronger dollar can tighten financial conditions and raise risks.
However, high outright yields (currently 6-7%) and supportive central bank policies provide a buffer against volatility,
making EM bonds a key diversifier for global investors, especially as developed markets face rising worries about fiscal
fragility and the questions about the sustainability of government debt levels.

EM currencies. EM currencies had a strong first half of 2025, followed by a sideways trend as the US dollar stabilized.
High-yielding currencies like the Mexican peso, Brazilian real, and South African rand continued to deliver solid total
returns, supported by elevated nominal and real yields, resilient economic growth, and helpful commodity prices. CIO
expects these positive drivers to remain in place for 2026.

The outlook for EM currencies is shaped by three main factors. First, real yields remain high, as EM central banks have
cut rates less aggressively than the Fed, and inflation is under control in most markets. Second, global growth remains
resilient, with fiscal stimulus in major economies providing support. Third, EMs offer diversification and appealing
domestic dynamics, such as structural reforms in South Africa and a return to more orthodox policies in Türkiye.

While the links between EM currency performance and the US dollar are arguably most explicit, we note a couple of
important points. First, domestic factors—such as policy choices and fiscal discipline—can offset or amplify the impact
of dollar moves. Second, the fact many appealing EM currencies pay higher interest rates than those in developed
markets mean that spot market moves in the US dollar can be offset by returns from interest rate differentials (also
known as carry).
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With EM currencies, CIO prefers diversified exposure to high-yielding currencies, including the BRL, MXN, INR, ZAR, and
TRY, and maintains a positive view on the Egyptian pound, which offers attractive carry and low volatility.

Risks remain, including potential disappointments in global growth, trade frictions, and idiosyncratic country risks.
However, the combination of high yields, resilient fundamentals, and supportive global conditions makes EM currencies
an appealing opportunity for investors seeking diversification and exposure to carry, in our view.

We continue to believe EM assets can show resilience and deliver potential gains in 2026, despite geopolitical tensions
and policy uncertainty, thanks to a much richer and more diverse set of drivers than the ebbs and flows of the
US dollar. We advocate a diversified investment approach to EM assets, using varied tools that may include active
investment approaches, exposure to portfolio building blocks, and select structured strategies. Above all, we think many
international investors who have held fewer EM assets than their long-term goals should take the opportunity to review
portfolios and revise allocations in order not to miss out on potential 2026 portfolio gains.

With thanks to Tilman Kolb and Xingchen Yu (UBS Chief Investment Office) for their contributions.
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Appendix 

Non-traditional asset classes are alternative investments that include hedge funds, private equity, 
private credit, real estate, and managed futures (collectively, alternative investments). Interests of 
alternative investment funds are sold only to qualified investors, and only by means of offering documents 
that include information about the risks, performance and expenses of alternative investment funds, and 
which clients are urged to read carefully before subscribing and retain. An investment in an alternative 
investment fund is speculative and involves significant risks. 

Specifically, these investments (1) are not mutual funds and are not subject to the same regulatory 
requirements as mutual funds; (2) may have performance that is volatile, and investors may lose all or a 
substantial amount of their investment; (3) may engage in leverage and other speculative investment 
practices that may increase the risk of investment loss; (4) are long-term, illiquid investments, there is 
generally no secondary market for the interests of a fund, and none is expected to develop; (5) interests of 
alternative investment funds typically will be illiquid and subject to restrictions on transfer; (6) may not be 
required to provide periodic pricing or valuation information to investors; (7) generally involve complex tax 
strategies and there may be delays in distributing tax information to investors; (8) are subject to high fees, 
including management fees and other fees and expenses, all of which will reduce profits. 

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, 
any bank or other insured depository institution, and are not federally insured by the Federal Deposit 
Insurance Corporation, the Federal Reserve Board, or any other governmental agency. Prospective investors 
should understand these risks and have the financial ability and willingness to accept them for an extended 
period of time before making an investment in an alternative investment fund and should consider an 
alternative investment fund as a supplement to an overall investment program. 

In addition to the risks that apply to alternative investments generally, the following are additional risks 
related to an investment in these strategies: 

• Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may 
include risks associated with investing in short sales, options, small-cap stocks, “junk bonds,” 
derivatives, distressed securities, non-U.S. securities and illiquid investments. 

• Managed Futures: There are risks specifically associated with investing in managed futures 
programs. For example, not all managers focus on all strategies at all times, and managed futures 
strategies may have material directional elements. 

• Real Estate: There are risks specifically associated with investing in real estate products and real 
estate investment trusts. They involve risks associated with debt, adverse changes in general 
economic or local market conditions, changes in governmental, tax, real estate and zoning laws or 
regulations, risks associated with capital calls and, for some real estate products, the risks 
associated with the ability to qualify for favorable treatment under the federal tax laws. 

• Private Equity: There are risks specifically associated with investing in private equity. Capital calls 
can be made on short notice, and the failure to meet capital calls can result in significant adverse 
consequences including, but not limited to, a total loss of investment. 

• Private Credit: There are risks specifically associated with investing in private credit. This could 
include losses stemming from defaults on loans, which in significant adverse circumstances could 
result in a substantial loss of investment. 

• Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United 
States should be aware that even for securities denominated in U.S. dollars, changes in the 
exchange rate between the U.S. dollar and the issuer’s “home” currency can have unexpected 
effects on the market value and liquidity of those securities. Those securities may also be affected 
by other risks (such as political, economic or regulatory changes) that may not be readily known to 
a U.S. investor. 

1654325_5d25cc32-4e80-438b-9a50-cabaff31961b.pdf
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Disclaimer
Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .
This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes
former Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS
AG and a member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of
this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer
or solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security,
investment instrument, or product, and does not recommend any specific investment program or service.
Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be
suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject
to legal restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted
basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any
person to whom it is unlawful to make such offer, solicitation, or sale.
Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current
the information contained herein. The views and opinions expressed in this material by third parties are not those of
UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages
arising from the use or reliance of all or any part thereof.
All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects
or elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly
stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance
figures may not be based on complete 12-month periods which may reduce their comparability and significance. Historical
performance is no guarantee for, and is not an indication of future performance.
Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This
document may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the
extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any
liability, responsibility or duty of care for any consequences, including any loss or damage, of you or anyone else acting, or
refraining to act, in reliance on the information contained in this document or for any decision based on it.
Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland
AG, authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse
website https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services,
UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address)
until you notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by
informing your Relationship Manager.
Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.
© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
Important information
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors.
The two sources operate independently and may therefore have different recommendations. The various research content
provided does not take into account the unique investment objectives, financial situation or particular needs of any specific
individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of
UBS AG and an affiliate of UBS International Inc.
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About Our Wealth Management Services
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities
and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and
brokerage services. Investment advisory services and brokerage services are separate and distinct, differ in material ways and
are governed by different laws and separate agreements. It is important that investors understand the ways in which UBS
conducts business, that they carefully read the agreements and disclosures that UBS provides to them about the products
or services offered. A small number of UBS financial advisors are not permitted to offer advisory services to you, and can
only work with investors directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the
case and, if you desire advisory services, will refer you to another financial advisor who can help you. UBS' agreements and
disclosures will inform investors about whether we and our financial advisors are acting in our capacity as an investment
adviser or broker-dealer. For more information, please see www.ubs.com/workingwithus. In providing financial planning
services, UBS may act as a broker-dealer or investment adviser, depending on whether we charge a fee for the service. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.
© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
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