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Since Donald Trump’s re-election with Republican congressional majorities, investors understandably
have focused on changing U.S. policy as the instrumental mover of markets. That preoccupation,
however, has diverted attention from the change in the structural landscape of the globe over the
past half-decade. Deglobalization remains underappreciated and underpriced in developed markets
(DM) while a parallel inattention is impacting large emerging markets (EM). Many of these emerging
markets, having benefited from globalization, today preside over much sounder economic and
financial foundations than generally recognized by investors. As a result, more-astute investors can
take advantage of an EM-DM convergence story shaped by these structural factors.

Globalization and Developed Markets

Over the past 20 years, globalization has largely acted as a global public good, providing the benefit
of cheap labor for developed countries, export markets for emerging countries and a post-Cold War
peace dividend of growing global interconnectedness for both worlds. In this context, G-7 countries
saw standards of living increase with contained inflation, access to cheaper goods and services,
and healthy real wages. These payoffs came at quiet costs: deindustrialization, a concomitant loss
of manufacturing jobs and increased dependence on overseas supply chains. DM politicians and
policymakers at first viewed the tradeoffs of the globalization bargain as a net positive from the
perspective of comparative advantage in global trade. However, the cost side — in the forms of
hollowed-out job markets and vulnerable supply chains — became a source of political controversy
across many developed markets.! (Figure 1)
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Amid the fair winds of globalization, DM governments enjoyed
reduced demand to spend large amounts on social safety nets,
investment and defense. In the United States, the federal
government actually ran a surplus from the late 1990s to early
2000s (if one overlooks the unfunded long-term commitments
in the entitlement programs — namely, Medicare and Social
Security). (Figure 2)
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As DM budget deficits were kept in check (broadly speaking),
government bond issuance was reduced at a time when private
savings were increasing.? Ben Bernanke, Federal Reserve chair
from 2006 to 2014, characterized the global savings glut from
roughly 1996 to 2006 as a phenomenon that suppressed
interest rates and, by definition, the cost of capital. This cocktail
encouraged consumptionin developed countries and stimulated
investment, including capital moving into emerging markets
to support their development and capitalize on their cheap
labor. Emerging markets underwent a massive industrialization
period. (Figure 3)
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Globalization: Advantage Emerging Markets

During this era of globalization, EM capital expenditure
(capex) surged as these countries underwent a transformative
industrialization cycle that has lasted from the 2000s through
today. Borrowing to fund industrial capex registered a
commensurate boom. The beginning of the era marked
large budget deficits and debt loads in emerging countries,
exerting downward pressure on their currencies and upward
pressure on local inflation and interest rates. But emerging
markets were able to not only develop strong and diversified
domestic economies, their respective private sectors witnessed
a buildout of domestic savings, which led to financial market
improvements by growing their domestic equity, debt and credit
markets, and increasing the domestic investor base. (Figure 4)
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Source: DoubleLine, Bank of America GEMs, Bank of International Settlements
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The broadening and deepening of EM domestic financial
markets improved standards of living with rising gross domestic
product (GDP) per capita. EM policymakers worked closely with
the International Monetary Fund (IMF) and other organizations
to improve their fiscal and monetary policies, gain control of
inflation and manage foreign exchange (FX) volatility, ultimately
resulting in lower cost of capital and increased credit availability.
(Figure 5)
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EM Transition:
From Globalization to Localization

The growth of the domestic financial markets across many
of the larger EM economies has reduced dependence on
foreign capital. With their increased incomes and savings, EM
consumers are becoming an ever-larger part of the domestic
economy and by extension a larger portion of the domestic
financial markets. The upshot is a more stable capital base
for EM economies. The resulting reduced reliance on foreign
capital helps decrease the risk of large currency depreciations
when foreign investors lose confidence and pull their money
due to either domestic or international developments.

Increased credit availability benefits domestic housing markets,
business capex and individual consumers, all supporting a more
robust economic growth profile and future financial returns.
The IMF recently noted, “Large emerging markets with strong
policy frameworks and growing domestic savings have been
able to rely more on local currency debt issuance and strong
demand from domestic investors, especially nonbank financial
institutions.”?

Finally, another structural factor continues to benefit the long-
term outlook for emerging markets: age demographics. EM
populations have an average age about 13 years younger than
those of developed markets. (Figure 6) As developed markets
continue to age, dependency ratios increase as the needs of
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the public grow and the number of working-age people falls,
increasing the burden on governments and families alike.*
In contrast, emerging markets continue to benefit from a
relatively young population that is reaching peak productivity
with respect to the average working age of their population.
This should help support continued positive growth outcomes
in the years ahead.

Sea Change: Convergence Between DM and
More-Developed EM

A natural consequence of decades of globalization has been
the maturing of labor in emerging markets. Employees now
demand increased wages for the goods and services that
they produce. This trend has resulted in the reduction of the
global public good of cheap labor, goods and services that
provided the fiscal benefits and increased standards of living
in developed markets in the early 2000s. Many trends within
globalization have reversed. Notably, global wage distribution
has shifted toward EM labor.®> (Figure 7) This shift has had
several consequences. First, as discussed, goods and services,
once cheaply abundant, have become more costly. This also has
increased wealth and savings in emerging markets, creating a
more robust domestic consumer, broad and deeper domestic
capital markets, more availability to credit, and a cheaper cost
of capital for investment and consumption.
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Comparison of the Global Wage Distribution in 2006 and
2021 Using Full-Time Equivalent Monthly Wages
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Source: ILO Global Wage Report 2024-2025

In response to the rise in the global costs of goods and services
and the loss of manufacturing jobs to emerging markets, social
demands and political pressures in many DM countries have
forced governments to increase fiscal spending.® Populist,
nationalist and protectionist movements have surged in DM
countries where part of the electorate perceives national
security interests have become threatened by outsourcing their
industrial base to EM producers. This has increased the need
for infrastructure and defense spending, funded by widened
deficits and increased borrowing, eroding sovereign balance
sheets. In short, the world has moved from one where the DM
received cheap goods and commodities from EM to a world
where they are competing for these goods in price terms and
for access to resources. These trends were already under way
before the 2024 election returned Donald Trump to the White
House. Thus, | view this second Trump administration and its
policies as an accelerant rather than the primary cause of these
trends. In my view, these trends are likely to persist even after
the end of President Trump’s second term.

| have often been asked by investors about politics being a
risk factor in emerging markets. It is. The global investment
community, however, needs to realize that this risk has now
found its way into developed markets. Such risk is starting to
be priced into DM markets but not fully so. That mispricing is a
source of risk and opportunity.

On the other side of the coin, global investors have largely
overlooked the gains in emerging markets. Compared to
developed markets, many emerging markets are better
positioned on inflation and fiscal policy and have prospects
for stronger growth for 2026. Prudent management has made
room for many EM central banks to continue easing policy rates
if inflation and FX volatility remain manageable this year.

In the past, EM central banks had to maintain high interest
rates in order to keep inflation and currency volatility in check.
Calendar year 2025 witnessed a sea change with the U.S. dollar
weakening and many EM currencies appreciating despite
multiple geopolitical and global economic concerns. If this
dynamic continues in 2026, EM central banks could continue
to cut if given the opportunity. This should support growth and
help attract capital back to these countries. A virtuous feedback
loop in EM could be in the offing. Last year, international
investment into emerging markets remained tepid despite
very strong performance. A pickup in international investment
would reinforce the outlook for mutually reinforcing strong
currency returns, economic growth and falling interest rates in
the coming years.

Opportunity in EM Local Markets:
Several Forms

This landscape creates a unique situation where EM local fixed
income presents several sources of value, which should come
as welcome relief to global investors who find DM financial
assets at stretched valuations.

EM fixed income offers diversified sources of potential returns.
First, value is present in the high nominal carry and high real
yields offered by many larger EM countries. Issuers of sovereign
debt from Brazil to South Africa offer very high yields compared
to their domestic fundamentals. In Brazil, an orthodox central
bank has maintained very high rates to contain inflation
and political risks. This orthodoxy is likely creating value for
investors willing to look at local fixed income markets. In South
Africa, policymakers continue to push for improvements to the
inflation targeting of the central bank, helping to better anchor
inflation and fiscal expectations. This, too, could present value
to investors who invest locally in South Africa.

Risk premium continues to remain elevated due to political risks
in emerging markets. Latin America, for example, is undergoing
a heavy 2025-2026 election calendar.” Latin American election
outcomes appear to have been investor-friendly to date. In
addition, upcoming elections in Hungary and Colombia, in
particular, bear close watching. Each has the potential to boost
returns in the second half of this year.
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Many emerging markets hold vast resources of raw materials
(for example, industrial metals) that will be in demand to meet
DM infrastructure and defense needs. As world demand rises
for natural resources, metal exporters such as Chile and Peru
stand to benefit. South Africa, an exporter of precious metals,
also stands to benefit from both exports and local currency
appreciation as global investors’ concerns rise over the safety
of DM currencies. Over the past year, currencies in commodity-
exporting EM countries have started to appreciate against
the dollar. This is likely to continue if the globe’s demand for
commodities continues to remain robust. Through the variety
of their economic makeup, EM countries give investors access
to various investment themes.

Conclusion

Secular transitions such as the nascent DM-EM convergence
can make for confusing times for investors as the change in an
underlying trend might not be obvious at its outset. | believe
markets underappreciate the risks of the DM-EM convergence
but also the potential for significant sources of return. And
therein lies opportunity. =
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Important Information Regarding This Material

DoubleLine has no obligation to provide revised assessments in the event of
changed circumstances. While we have gathered this information from sources
believed to be reliable, DoubleLine cannot guarantee the accuracy of the
information provided. Securities discussed are not recommendations and are
presented as examples of issue selection or portfolio management processes.
They have been picked for comparison or illustration purposes only. No security
presented within is either offered for sale or purchase. DoubleLine reserves the
right to change its investment perspective and outlook without notice as market
conditions dictate or as additional information becomes available. This material
may include statements that constitute “forward-looking statements” under the
U.S. securities laws. Forward-looking statements include, among other things,
projections, estimates, and information about possible or future results related
to a client’s account, or market or regulatory developments.

Important Information Regarding Risk Factors

Investment strategies may not achieve the desired results due to implementation
lag, other timing factors, portfolio management decision-making, economic
or market conditions or other unanticipated factors. The views and forecasts
expressed in this material are as of the date indicated, are subject to change
without notice, may not come to pass and do not represent a recommendation
or offer of any particular security, strategy, or investment. All investments
involve risks. Please request a copy of DoubleLine’s Form ADV Part 2A to review
the material risks involved in DoubleLine’s strategies. Past performance is no
guarantee of future results.

Important Information Regarding DoubleLine

To receive a copy of DoubleLine’s current Form ADV (which contains important
additional disclosure information, including risk disclosures), a copy of
DoubleLine’s proxy voting policies and procedures, or to obtain additional
information on DoubleLine’s proxy voting decisions, please contact DoubleLine’s
Client Services.

DoubleLine Group is not an investment adviser registered with the Securities
and Exchange Commission (SEC).
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