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Heading into 2024, markets anticipated the Fed monetary policy easing cycle to kickstart performance. Investors questioned what type 
of landing we would have but saw the lower cost of capital not only spurring economic growth but also driving multiple expansion. 
However, since the beginning of the year, the market’s easing expectations have declined from seven cuts to just two.1 So the question 
is, if rate cut expectations have been pushed back, why are emerging market (EM) assets rallying? 
 

Key Takeaways  

— Emerging market equities have shown strength even in the face of “higher for longer” interest rate expectations, and we think 
the momentum can continue.  

— Global economic growth is accelerating, and EMs could be outsized beneficiaries due to their exposure to commodities, 
manufacturing, and industrials. 

— The cyclical tailwind we see for EM equities will likely outweigh interest rate volatility, but interest rate cuts by the U.S. Fed 
could provide an additional catalyst for multiple expansion. 

 

Nearing a Global Cyclical Bottom  

Following the initial post-pandemic reopening boom in global economic growth, we saw a sharp slowdown in goods consumption, 
putting outsized pressure on the global industrial and manufacturing sectors. This weighed significantly on exporting countries, such as 
China and Vietnam, as well as commodity-driven economies like Brazil and Chile. However, looking ahead, we see signs that the cycle 
is turning, with all major global purchasing managers’ indexes (PMIs) improving and the U.S. and China now in expansionary territory. 
We have also seen green shoots in certain commodities, with copper and brent crude rising 18% and 24% respectively off their recent 
lows.2 A rally in the face of a “higher for longer” shift is remarkable and suggests performance has been driven more by supply and 
demand dynamics than interest rate predictions. Data and markets continue to signal that we have reached a cyclical bottom, 
potentially providing a powerful backdrop for the global growth outlook. 
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What if the Fed Doesn’t Cut?  

Risk assets have posted strong year-to-date performances, despite the market pricing in a more hawkish Fed. We believe this is 
because of the cyclical tailwind discussed above, and we see the gold market as particularly telling. The bullion has rallied to multiple 
all-time highs thus far in 2024, despite the higher Fed Funds Rate expectation, making us believe the market is pricing in reflation, and 
subsequently lower real interest rates, resulting from the anticipated economic acceleration. Looking ahead, we continue to believe 
this cyclical tailwind will outweigh interest rate volatility. We also note that the 50 basis points (bps) of cuts currently priced into markets 
for 2024 is smaller than the retracement seen so far YTD and well below the over 500bps of hikes seen in the 2022/23 hiking cycle. So 
even in a situation where the FOMC doesn’t cut rates, which is not our or the market’s base case, we remain positive on EM assets. 
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Why Emerging Market Equities Stand Out in This Context  

We believe EM equities stand to be outsized beneficiaries of this global economic growth acceleration for three main reasons. 

— First, emerging market economies largely remain more driven by the manufacturing and industrial sectors, making them more 
tied to the global business cycle than many developed economies. This cyclical nature of their economies makes them a 
more levered play on economic growth acceleration. 

— Second, increased demand for commodities should translate into higher prices, especially for cyclical commodities such as 
copper, of which EMs produced the majority of global supply in 2023.3 These higher commodity prices will likely drive wage 
growth and provide room for increased government spending, which could translate into higher levels of consumption in EMs. 

— Finally, the previous deceleration in global growth signals that EM earnings are coming from a low base. This potential 
cyclical earnings upside, along with the fact that EM equity valuations sit below historical levels while companies currently 
boast above average ROEs (return on equity), makes now a compelling entry point, in our view.4 

 

Conclusion 

We believe that global economic growth bottomed and now is poised to reaccelerate throughout the remainder of 2024. The cyclical 
nature of EM economies likely positions them well to be outsized beneficiaries of this trend. The recent rally in the face of declining Fed 
rate cut expectations is encouraging, with the two expected cuts potentially set to be an additional catalyst for EM equity multiple 
expansion. Overall, this powerful cyclical tailwind makes us more positive on our bullish view for EM equities, an asset class that we 
feel is overlooked, underpriced, and now ripe for outperformance. 

 

 

Footnotes 

1. CME FedWatch. Data as of April 8, 2024. 
2. Bloomberg LP. Data as of April 5, 2024. 
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3. Investing News Network. (2024, Mar 4). Top 10 Copper Producers by Country (Updated 2024). 
4. Bloomberg LP. Data as of March 27, 2024. 
 

Glossary 

Real Interest Rates: Real interest rates are the difference between the observed market rate and inflation. Gold prices have historically had an inverse 
correlation to real interest rates. 

 
 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage 
commissions will reduce returns.  

Information provided by Global X Management Company LLC. 

Investing involves risk, including the possible loss of principal. Diversification does not ensure a profit nor guarantee against a loss. 

The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging 
markets. For example, legal, political, and economic structures in these countries may be changing rapidly, which can cause instability 
and greater risk of loss. These countries are also more likely to experience higher levels of inflation, deflation, or currency devaluation, 
which could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often 
considered speculative. Similarly, investors are also subject to foreign securities risks including, but not limited to, the fact that foreign 
investments may be subject to different and in some circumstances less stringent regulatory and disclosure standards than U.S. 
investments. 

This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of 
future events, or a guarantee of future results. This information is not intended to be individual or personalized investment or tax advice 
and should not be used for trading purposes. Please consult a financial advisor or tax professional for more information regarding your 
investment and/or tax situation. 
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