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relative to developed markets._Inflation

expectations are now largely stable: Only major policy errors would be a significant source of higher inflation
volatility. The probability of a major policy error can be gauged by looking at the domestic bond and currency

markets: In a country susceptible to a major inflationary outbreak, the yield curve should steepen along with
currency weakness. On the contrary, when a country is on the brink of a major deflationary shock, the yield
curve should flatten while the currency is weak. None of the countries our EM team follows are currently

shgmdng.sympm:s_gummm (vield curve steepening and weak currency) or a pending deflationary bust

(curve flattening and weak currency). This does not mean that emerging markets are safe against inflation and
deflation, only that based on currency market and yield curve dynamics, an imminent rise in inflation volatility

seems unlikely. In addition, countries with the highest potential growth rates have the best odds of

should lead to their marked equity outperformance versus their peers.
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