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Source: Bloomberg, as of September 7, 2016. 

Why Emerging Markets Debt, Why Now? 

• Emerging Markets are now responsible for greater than 50% of global GDP, up 

from 31% in 1980 

• Many have strong institutions akin to developed markets 

• Floating currencies enable countries to make adjustments 

• Trade has shifted from regional to global 

• Some of the largest companies are from emerging market countries  

 

 

Why Now 

• Positive global growth and low inflation 

• Improved data out of China 

• Trade volume and capital flows are supportive of stable / stronger currencies 

• Accommodative monetary policy 

• Lower commodity prices – benefiting EM energy importers 
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US Fed Neutral 
The first interest rate hike took place in December 2015, and we believe the normalization path will be 

gradual and strongly dependent on US labor data. EM has become less dependent on portfolio flows and it 

is therefore less exposed to a gentle normalization of US interest rates. 

ECB Positive 
In Europe, monetary policy is expected to remain accommodative. In March, Mario Draghi communicated the 

expansion of the QE program and further interest rate cuts, to act against lower inflation and lower growth. 

The quantitative easing program is on track. 

Global Trade Neutral 
Global GDP growth dropped to around 3%1 in 2015, and a gradual strengthening is expected in 2016 / 2017. 

Global trade volume growth is positive. 

China 
Neutral/ 
Negative 

China growth continues to slow down during the transformation period as the Chinese economy shifts from 

the traditional manufacturing / industrial focus to a more service oriented economy. The Chinese authorities 

have the means and the will to keep growth from decelerating too sharply. 

Commodities Neutral 

Lower oil and weaker metals prices have put EM commodities producers under pressure. Aggregate 

industrial production growth is at the weakest level in the last 15 years, and there are few signs of lower oil 

prices stimulating the EM’s industrial sector. Commodity producing countries have adjusted and commodity 

importing countries are benefiting. 

EM FX Positive 

While EM currency depreciation has driven underperformance of EM local debt over the past three years, 

currency valuations now appear cheap relative to the product mix of their exports. Smaller financing needs 

by Emerging Market countries and still loose global financial conditions should result in some currency 

appreciation. 

Portfolio Flows2 
Neutral/ 
Positive 

EM Fixed Income cumulative fund flows rebounded significantly to +$32.6 billion through September 15, 

2016.  

Defaults3 Neutral 

During 2015, 28 debt securities across 19 EM Corporate issuers, with a total value of $10 billion 

defaulted.  In 2016, through August, 29 debt securities, across 13 issuers, with a total value of $15.4 billion 

have defaulted. Although default rates are at high levels (3.8% YTD), they remain within market 

expectations. 

EM Corp. 
Technicals 

Positive 
Supportive technicals: YTD new issuance has picked up slightly over 2015 (+8% YoY), however it is not 

expected to increase significantly for the remainder of  2016; buyback activity should keep net supply low 

and provide support to the asset class. 

Barings’ Views 

The above information and forward looking statements represents Barings’ view as of September 2016 and is subject to change without notice.  

1 Source: OECD Economic Outlook, November 2015      2 Source: JP Morgan as of September 14, 2016       3 Source; Bank of America as of August 31, 2016 

Hard 
currency 

Corporate Neutral 

Sovereign Neutral 

Local 
currency 

FX Positive 

Rates Positive 

Outlook 
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Emerging Markets Debt An Overview to Investment Opportunities 

Source: J.P. Morgan; Barings estimates, as of December 31, 2015. 

Currently $15.6 trillion, exceeding global investment grade and global high yield 
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Source: Bloomberg, as of September 7, 2016. 

Sovereign Hard Currency Debt 

• Sovereign hard currency bonds are typically denominated in U.S. dollars or euros, “hard currencies” 

• Perceived to be relatively stable given investors are not directly exposed to the currencies of the 

countries in which they invest 

• Historically, this has helped draw investors to the asset class because it provides a potential buffer 

against some of the risks and instability inherent in developing markets 

• Sovereign debt also includes quasi-sovereign companies that are wholly owned by emerging market 

governments, examples: 

• PEMEX in Mexico 

• ESKOM in South Africa 
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EMBIGLOBAL DIVERSIFIED Cum Tot Ret Idx
EMBIGLOBAL DIVERSIFIED Yield to Worst

J.P. Morgan EMBI Global Diversified  

Number of Countries 66 

Net Asset Value ($USD Billions) 455 

Number of Issuers 142 

Weighted Average Rating Ba1 / BB+ 

Yield 4.82% 

Duration 6.8 years 

Spread            346  
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Corporate Debt 

Source: Bloomberg, as of September 7, 2016. 

• Corporate bonds are issued by domestic and multinational companies from EM regions 

• EM corporate local currency bonds are denominated in the issuing company’s domestic currency.  

• The corporate local debt market, with $5.6 trillion in outstanding bonds, has experienced 

tremendous growth in the last decade  

• EM corporate hard currency bonds are typically issued in U.S. dollars or euros 

• The corporate hard currency debt market has approximately $1.7 trillion in outstanding bonds, a 

high proportion of which are investment grade-rated  (63%) 

• Examples of EM corporate issuers: 

• China Petroleum & Chemical (Sinopec), South Korea’s Samsung Electronics and Mexico’s 

CEMEX 
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CEMBI BROAD DIVERSIFIED Cum Tot Ret Idx
CEMBI BROAD DIVERSIFIED Yie ld to Worst

J.P. Morgan CEMBI Broad Diversified  

Number of Countries 50 

Net Asset Value ($USD Billions) 397 

Number of Issuers 504 

Weighted Average Rating Baa2 / BBB 

Yield 4.53% 

Duration 4.7 years 

Spread             321  
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Local Currency Debt (Sovereign) 

Source: Bloomberg, as of September 7, 2016. 

• Local currency bonds are issued by EM governments and denominated in the issuing country’s domestic 

currency 

• Many local bond markets are open to foreigners, enabling foreign investors to invest in both a market’s 

interest rates and currencies 

• Due to its inherent currency risk and exposure to local financial policies, local currency debt typically 

offers higher yields than both corporate and sovereign hard currency bonds 

• Local currency debt, with $7.6 trillion in outstanding bonds, is now significantly larger than the $744 

billion sovereign hard currency debt market 
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GBI-EM Global Div T Total Return GBI-EM Global Div Index Yield

J.P. Morgan GBI-EM Global Diversified 

Number of Countries 15 

Net Asset Value ($USD Billions) 715 

Number of Issuers 15 

Weighted Average Rating Baa2 / BBB 

Yield 6.04% 

Duration 4.99 years 
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Asset Class Returns and Risk 

Source: Bloomberg, Barings as of September 7, 2016. 
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EM strategies can generate equity type returns with better return-to-risk ratios 

EM strategies can offer diversification opportunities for Asian investors 

US Aggregrate US Treasury US Corp IG US Corp HY Nikkei 225 S&P 500 Euro Stoxx 50 EM Equities EM Local

EM Local 

Hedged EM Corporate EM Sovereign

US Aggregrate 1.00 0.84 0.80 0.23 -0.11 0.03 0.00 0.17 0.41 0.65 0.51 0.58

US Treasury 0.84 1.00 0.40 -0.28 -0.39 -0.32 -0.33 -0.22 0.08 0.41 0.07 0.16

US Corp IG 0.80 0.40 1.00 0.63 0.26 0.35 0.33 0.50 0.58 0.65 0.78 0.78

US Corp HY 0.23 -0.28 0.63 1.00 0.55 0.73 0.66 0.76 0.65 0.46 0.78 0.78

Nikkei 225 -0.11 -0.39 0.26 0.55 1.00 0.70 0.70 0.61 0.43 0.26 0.51 0.43

S&P 500 0.03 -0.32 0.35 0.73 0.70 1.00 0.84 0.79 0.65 0.39 0.62 0.60

Euro Stoxx 50 0.00 -0.33 0.33 0.66 0.70 0.84 1.00 0.70 0.53 0.36 0.54 0.52

EM Equities 0.17 -0.22 0.50 0.76 0.61 0.79 0.70 1.00 0.83 0.51 0.72 0.72

EM Local 0.41 0.08 0.58 0.65 0.43 0.65 0.53 0.83 1.00 0.79 0.72 0.81

EM Local Hedged 0.65 0.41 0.65 0.46 0.26 0.39 0.36 0.51 0.79 1.00 0.61 0.74

EM Corporate 0.51 0.07 0.78 0.78 0.51 0.62 0.54 0.72 0.72 0.61 1.00 0.93

EM Sovereign 0.58 0.16 0.78 0.78 0.43 0.60 0.52 0.72 0.81 0.74 0.93 1.00
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Emerging Market Index Returns and Headline News 

Source: Bloomberg, as of September 7, 2016. 

EM Hard Currency returns is the average return of the J.P. Morgan CEMBI Broad Diversified and J.P. Morgan EMBI Global Diversified indices. 

EM strategies can generate equity type returns with better return-to-risk ratios 
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Macroeconomic Backdrop 

Source: As of August 31, 2016. 
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Macroeconomic Backdrop 

 Source: Haver Analytics, J.P. Morgan, Barings LLC, as of August 31, 2016. 
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Important Information 

For Professional Investors / Institutional Investors only. This document should not be distributed to or relied on by 

Retail / Individual Investors.  

 

Barings LLC, Barings Securities LLC, Barings (UK) Limited, Barings Global Advisors Limited, Barings Australia Pty Ltd, 

Barings Advisers (Japan) KK, Barings Investment Advisers (Hong Kong) Ltd., Barings Real Estate Advisers LLC, Barings 

Real Estate Advisers Europe LLP, Baring North America LLC, Baring Asset Management Limited, Baring International 

Investment Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management 

(Japan) Limited, and Baring Asset Management Korea Limited each are affiliated financial service companies (each, 

individually, an “Affiliate”), together known as “Barings.” Some Affiliates may act as an introducer or distributor of the 

products and services of some others and may be paid a fee for doing so.  

 

NO OFFER:  

The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any 

financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of the 

investment objectives, financial situation or particular needs of anyone who may receive it. This document is not, and 

must not be treated as, investment advice, an investment recommendation, or investment research. 

  

In making an investment decision, prospective investors must rely on their own examination of the merits and risks 

involved and before making any investment decision, it is recommended that prospective investors seek independent 

investment, legal, tax, accounting or other professional advice as appropriate.  

 

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in good 

faith in relation to the facts known at the time of preparation and are subject to change without notice. Parts of this 

presentation may be based on information received from sources we believe to be reliable. Although every effort is taken 

to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, 

express or implied, regarding the accuracy, completeness or adequacy of the information.  

 

Any forecasts in this publication are based upon Barings opinion of the market at the date of preparation and are 

subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not 

necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments and 

any income generated may go down as well as up and is not guaranteed. Past performance is no indication of 

current or future performance. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 

RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are provided 

for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or 

investments. The composition, size of, and risks associated with an investment may differ substantially from any 

examples set forth in this document. No representation is made that an investment will be profitable or will not incur 

losses. Where appropriate, changes in the currency exchange rates may affect the value of investments.  

 

OTHER RESTRICTIONS:  

The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the 

possession or distribution of the document in any jurisdiction, where action for that purpose may be required. 

Accordingly, the document may not be used in any jurisdiction except under circumstances that will result in 

compliance with all applicable laws and regulations.  

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor 

or available in their jurisdiction.  

 

INFORMATION:  

Barings is the brand name for the asset management or associated businesses of Barings affiliates worldwide. This 

communication is issued by one or more of the following entities:  

 

Barings LLC, which is a registered investment adviser with the Securities and Exchange Commission (SEC) under 

the Investment Advisers Act of 1940, as amended, as well as a Commodity Trading Advisor (CTA) and Commodity 

Pool Operator (CPO) registered with the Commodity Futures Trading Commission under the Commodity Exchange 

Act, as amended, Barings Securities LLC, which is a registered limited purpose broker-dealer with the Financial 

Industry Regulatory Authority, or Barings Real Estate Advisers LLC, which is a registered investment adviser with the 

SEC specializing in real estate related investments;  

 

Baring North America LLC, which is an Exempt Market Dealer and Investment Fund Manager registered with the 

Ontario Securities Commission (Baring North America LLC relies on Section 4 (permitted clients) of MI 32-102 

(Investment Fund Manager registration exemption) and has filed the Form 32-102F1 and Form 32-102F2 with the 

AMF in Quebec and is registered under MI 11-102 (Passport System) in the category of Exempt Market Dealer in 

Quebec);  

 

Barings (UK) Limited, which is authorised and regulated by the Financial Conduct Authority in the United Kingdom 

(Ref No. 194662) and is a Company registered in England and Wales (No. 03005774) whose registered address is 

61 Aldwych, London, WC2B 4AE, Baring Asset Management Limited, which is authorised and regulated by the 

Financial Conduct Authority in the United Kingdom (Ref No. 170601), or Baring International Investment Limited, 

which is authorised and regulated by the Financial Conduct Authority in the United Kingdom (Ref No. 122628), is a 

registered investment adviser with the SEC and is registered with the Ontario Securities Commission as a Portfolio 

Manager (Baring International Investment Limited also relies on section 8.26 of NI 31-103 (international adviser 

exemption) and has filed the Form 31-103F2 in Quebec, Manitoba, British Columbia and Alberta);  

 

Barings Australia Pty Ltd (ACN 140 045 656), which is authorized to offer financial services in Australia under its 

Australian Financial Services License (No: 342787) issued by the Australian Securities and Investments Commission;  
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Important Information 

Barings Investment Advisers (Hong Kong) Ltd, which is licensed with the Securities and Futures Commission of 

Hong Kong to carry on regulated activities Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 

(asset management) in Hong Kong in accordance with the requirements set out in the Securities and Futures 

Ordinance (Cap 571), or Baring Asset Management (Asia) Limited, which is licensed by the Securities and Futures 

Commission of Hong Kong to carry on regulated activities Type 1 (dealing in securities), Type 2 (dealing in futures 

contracts), Type 4 (advising on securities), Type 5 (advising on futures contracts) and Type 9 (asset management) in 

Hong Kong in accordance with the requirements set out in the Securities and Futures Ordinance (Cap 571);  

 

Barings Advisers (Japan) KK, which is registered as a Financial Instruments Business Operator (Registration No. 

961-KLFB) for Type II Financial Instruments Business and Investment Advisory and Agency Business with the 

Financial Services Agency in Japan under the Financial Instruments and Exchange Act (Act No. 25 of 1948), or  

 

Baring Asset Management (Japan) Limited, which is registered as a Financial Business Operator (Registration No. 

396-KLFB) for Type II Financial Instruments Business, Investment Advisory Business and Investment Management 

Business with the Financial Services Agency in Japan under the Financial Instrument and Exchange Law (Act No. 25 

of 1948);  

 

Baring SICE (Taiwan) Limited, an independently operated business (Business license number: 2008 FSC- SICE- 

Xin- 030; Address: 21 F, No.333, Sec. 1 Keelung Road, Taipei 11012; Taiwan Contact telephone number: 0800 062 

068); or  

 

Baring Asset Management Korea Limited, which is authorized by the Korean Financial Services Commission to 

engage in collective investment business and is registered with the Korean Financial Services Commission to 

engage in privately placed collective investment business for professional investors, discretionary investment 

business and advisory business. 

 

Copyright 

Copyright in this document is owned by Barings. Information in this document may be used for your own personal 

use, but may not be altered, reproduced or distributed without Barings’ consent. 
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