
  Outlook 1Q 2026 

From Emerging Market Debt 

Emerging Markets enter 2026 on strong footing, 

supported by Fed easing, resilient commodity 

prices, and a softer U.S. dollar - factors that 

continue to underpin EM fixed income. With 

improving fundamentals and scope for further 

spread compression, the asset class offers 

compelling opportunities for selective, research-

driven investors as credit quality strengthens, and 

economic resilience broadens across regions. 

The new paradigm of pricing emerging market 

risk 

For decades, the pricing of Emerging Market (EM) bonds 

relied on a simple principle: compare the yield to the gold 

standard of safety - U.S. Treasury bonds. This benchmark 

was considered to have a relatively risk-free rate, forming 

the foundation for global fixed-income valuation. 

Market conditions have evolved, prompting a timely 

reconsideration: How should one define a ‘risk-free rate’ in 

current markets? Many investors are increasingly 

questioning whether U.S. Treasuries continue to serve as a 

suitable benchmark. Rising fiscal deficits, political 

polarization, and global macro uncertainty have introduced 

risks that were once unthinkable for the U.S. government 

debt market. China can currently borrow in U.S. dollars at 

rates about 59 basis points lower than the U.S. Treasury 

on 13-year bonds—even though the dollar is a currency 

China neither controls nor can print. 

 

 

 

Chinese bonds trading tighter than US 

 

 
EM yields remain attractive relative to history2 

 
1. Data as of December 5, 2025. 2. Data as of December 12, 2025 

Source: Intercontinental Exchange (ICE), J.P. Morgan EMBI Global Diversified Blended Yield 
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Although EM index credit spreads remain tight by historical 

standards, investors have increasingly shifted their focus to 

all-in yields when evaluating the attractiveness of EM debt, 

as yields remain compelling on a historical basis. 

Furthermore, we see room for additional spread 

compression and continued outperformance, supported by 

a rising share of investment-grade issuers in the index and 

upward rating momentum among high-yield countries. 

Emerging market sovereign credit: opportunities 

ahead in 1Q 2026 

EM hard currency sovereign debt has returned 

approximately 13.67% year-to-date as of December 4, 

2025, as measured by the JP Morgan EMBIG Diversified 

Index. We emphasize main drivers for emerging market 

sovereign performance in 2026 as structural 

improvements, supportive political developments, 

enhanced market access, and potential rating upgrades.  

Our outlook remains positive on Ecuador and Argentina, 

where strong reform momentum under International 

Monetary Fund (“IMF”) programs, are complemented by 

cooperative relations with the U.S. In Hungary, we see 

notable upside risk as markets seem to underestimate the 

chances of a favorable election outcome next year, which 

could potentially unlock EU funding and significantly boost 

Hungarian assets. Suriname also stands out, with recent 

liability management easing investor concerns and offering 

compelling returns for those backing its long-term reform 

strategy. On ratings, Morocco’s recent move to investment 

grade reflects solid fiscal progress, while the Bahamas has 

achieved an upgrade to BB- through substantial debt 

reduction. We anticipate further rating improvements in 

Ivory Coast, driven by robust growth, and in Nigeria, where 

fiscal reforms and stronger tax collection are encouraging. 

Lastly, while Romania faces downgrade risk, current 

valuations more than compensate for this uncertainty. 

A weaker U.S. dollar can create a virtuous cycle 

for emerging markets 

A weaker US dollar is a powerful tailwind for emerging-

market debt because it improves fundamentals and, 

crucially, creates room for central banks to ease policy. As 

EM currencies appreciate, imported inflation and FX pass-

through pressures fade, helping anchor inflation 

expectations. That gives central banks the confidence to 

cut rates or shift to a more accommodative stance without 

risking a renewed inflation spike or currency stress. Lower 

policy rates feed directly into lower local bond yields and 

cheaper domestic credit. At the same time, the local-

currency value of US-dollar debt falls, improving debt ratios 

and reducing interest burdens, supporting capital inflows 

and cheaper external funding. 

These dynamics set up a potential “virtuous circle” for EM 

fixed income.  Stronger FX, lower inflation and rate cuts 

support domestic demand and investment, reinforcing the 

improvement in debt sustainability and credit quality. 

Investors respond to the combination of credible easing 

cycles and better macro data by reallocating capital into 

EM local and hard-currency bonds, compressing yields and 

spreads. In effect, a softer dollar not only reduces the 

burden of dollar liabilities, but it also unlocks and extends 

EM easing cycles, turning into a self-reinforcing support for 

EM debt. 

EM local currency debt: leading the charge 

Local currency EM sovereign bonds have significantly 

outperformed hard currency peers, delivering 18.25% YTD 

as of December 4, 2025 (JP Morgan GBI-EM Global 

Diversified Index), with 7.73% of this return driven by FX 

appreciation. Amid this ongoing virtuous cycle, we see 

attractive opportunities across several EM local markets. 

We are constructive on Hungary, highlighting asymmetric 

upside should EU fund flows be restored following the April 

2026 parliamentary elections. In South Africa, we continue 

to find value in both FX and rates markets, supported by 

improving medium-term budget projections and the recent 

adoption of a lower inflation target. We see value in high-

yielding EM local markets that remain underappreciated 

due to their idiosyncratic nature. Continued progress in 

inflation-targeting frameworks and improving macro 

fundamentals reinforce the investment case, particularly 

given the attractive yields offered by countries such as 

Uzbekistan, Egypt, and Uruguay. 

.

 

U.S. dollar index: one of the sharpest slides in a 

decade 

 

Data as of December 12, 2025 

Source: Macrobond 2025 
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IMPORTANT DISCLOSURE 
Availability of products and services provided by MacKay Shields may be 

limited by applicable laws and regulations in certain jurisdictions and this 

document is provided only for persons to whom this document and the 

products and services of MacKay Shields may otherwise lawfully be 

issued or made available. None of the products and services provided by 

MacKay Shields are offered to any person in any jurisdiction where such 

offering would be contrary to local law or regulation. This document is 

provided for information purposes only. It does not constitute investment 

advice and should not be construed as an offer to buy securities. The 

contents of this document have not been reviewed by any regulatory 

authority in any jurisdiction. All investments contain risks and may lose 

value and these materials do not undertake to explain all of the risks 

associated with any investment strategy referred to herein. Clients and 

investors should not invest in any strategy referred to herein unless 

satisfied that they and/or their representatives have requested and 

received all information that would enable them to evaluate the merits 

and risks thereof. Any forward-looking statements speak only as of the 

date they are made, and MacKay Shields assumes no duty and does not 

undertake to update forward looking statements.  Any opinions expressed 

are the views and opinions of certain investment professionals at MacKay 

Shields which are subject to change without notice. There may have 

been, and may in the future be, changes to the investment personnel 

responsible for the management of the strategy(ies) described herein, as 

well as changes to the investment process utilized by such investment 

personnel.  Past performance is not indicative of future results.  

At the time of writing, MacKay Shields LLC maintains investments in the 

securities, issuers and/or companies cited herein.  References to such 

securities, issuers and/or companies  for educational and informational 

purposes only, and are intended to convey factual information and 

current market conditions.  Such names are not intended, nor should they 

be construed as, a recommendation to buy and sell any individual 

security. 

Information included herein should not be considered predicative of future 

transactions or commitments made by MacKay Shields LLC nor as an 

indication of current or future profitability. There is no assurance 

investment objectives will be met. 

 

Past performance is not indicative of future results. 

NOTE TO UK AND EUROPEAN UNION AUDIENCE 
This document is intended only for the use of professional investors as 

defined in the Alternative Investment Fund Manager’s Directive and/or 

the UK Financial Conduct Authority’s Conduct of Business Sourcebook. 

To the extent this document has been issued in the United Kingdom, it 

has been issued by NYL Investments UK LLP, 200 Aldersgate Street, 

London UK EC1A 4HD, which is authorised and regulated by the UK 

Financial Conduct Authority.  To the extent this document has been 

issued in the EEA, it has been issued by NYL Investments Europe 

Limited, 77 Sir John Rogerson's Quay, Block C Dublin D02 VK60 Ireland. 

NYL Investments Europe Limited is authorized and regulated by the 

Central Bank of Ireland (i) to act as an alternative investment fund 

manager of alternative investment funds under the Alternative Investment 

Fund Managers Directive (Directive 2011/61/EU) and (ii) to provide the 

services of individual portfolio management, investment advice and the 

receipt and transmission of orders as defined in Regulation 7(4) of the 

AIFMD Regulations to persons who meet the definition of “professional 

client” as set out in the MiFID Regulations.  It has passported its license 

in additional countries in the EEA. 

This document only describes capabilities of certain affiliates of New York 

Life Investments and/or MacKay Shields LLC.  No such affiliates will 

accept subscriptions in any funds not admitted to marketing in your 

country or provide services to potential customers in your country, 

including discretionary asset management services, except where it is 

licensed to do so or can rely on an applicable exemption. 

MacKay Shields LLC is a wholly owned subsidiary of New York Life 

Investment Management Holdings LLC, which is wholly owned by New 

York Life Insurance Company. "New York Life Investments" is both a 

service mark, and the common trade name of certain investment advisers 

affiliated with New York Life Insurance Company. Investments are not 

guaranteed by New York Life Insurance Company or New York Life 

Investments. 

NOTE TO CANADIAN RECIPIENTS 
The information in these materials is not an offer to sell securities or a 

solicitation of an offer to buy securities in any jurisdiction of Canada.  In 

Canada, any offer or sale of securities or the provision of any advisory or 

investment fund manager services will be made only in accordance with 

applicable Canadian securities laws.  More specifically, any offer or sale 

of securities will be made in accordance with applicable exemptions to 

dealer and investment fund manager registration requirements, as well as 

under an exemption from the requirement to file a prospectus, and any 

advice given on securities will be made in reliance on applicable 

exemptions to adviser registration requirements. 

Information included herein should not be considered predicative of 

future transactions or commitments made by MacKay Shields LLC 

nor as an indication of current or future profitability. There is no 

assurance investment objectives will be met. Past performance is 

not indicative of future results. 

NOTE TO JAPANESE RECIPIENTS 
In Japan, this is issued by New York Life Investment Management Asia 

Limited (Financial Instruments Business Operator, Kanto Local Finance 

Bureau (FIBO) No. 2964, Member of Japan Investment Advisers 

Association and Type 2 Financial Instruments Firms Association) for 

institutional investors only. As costs and/or fees to be borne by investors 

vary depending on circumstances such as products, services, investment 

period and market conditions, the total amount nor the calculation 

methods cannot be disclosed in advance. All investments involve risks, 

including market fluctuation and investors may lose the principal amount 

invested. Investors should obtain and read the prospectus and/or 

information set forth in Article 37-3 of the Financial Instruments and 

Exchange Act carefully before making investment decisions. 

MacKay Shields LLC is a wholly owned subsidiary of New York Life 

Investment Management Holdings LLC, which is wholly owned by New 

York Life Insurance Company. "New York Life Investments" is both a 

service mark, and the common trade name of certain investment advisers 

affiliated with New York Life Insurance Company. Investments are not 

guaranteed by New York Life Insurance Company or New York Life 

Investments. 

SOURCE INFORMATION 
“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, 

Bloomberg Equity Indices and all other Bloomberg indices referenced 

herein are service marks of Bloomberg Finance L.P. and its affiliates, 

including Bloomberg Index Services Limited (“BISL”), the administrator of 

the indices (collectively, “Bloomberg”) and have been licensed for use for 

certain purposes by MacKay Shields LLC (“MacKay Shields”). Bloomberg 

is not affiliated with MacKay Shields, and Bloomberg does not approve, 

endorse, review, or recommend MacKay Shields or any products, funds 

or services described herein. Bloomberg does not guarantee the 

timeliness, accurateness, or completeness of any data or information 

relating to MacKay Shields or any products, funds or services described 

herein. 



 

4 

For more information 
800-624-6782 
newyorklifeinvestments.com 
mackayshields.com 

MacKay Shields LLC is a wholly owned subsidiary of New York Life Investment Management Holdings LLC, which is 
wholly owned by New York Life Insurance Company. “New York Life Investments” is both a service mark, and the 
common trade name of certain investment advisers affiliated with New York Life Insurance Company. Investments 
are not guaranteed by New York Life Insurance Company or New York Life Investments. 

 


