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Emerging Market Debt:
Opportunity or simply too
risky!?

When viewed within the context of other fixed income assets, Emerging Market Debt (EMD) has a
great deal going for it: it’s a mature, diverse and liquid market offering cheap valuations, relatively
low default rates and attractive yields. Moreover, despite perceptions to the contrary, economic
fundamentals for many EM countries are meaningfully superior to the world’s major developed
nations. Yet, in spite of these attributes, EMD remains very much unloved, under-owned and in
many cases excluded from many developed market investors’ portfolios.
Following a tough 2018, EMD has rallied strongly since the start of this year – so is now a good
time to add exposure?
The extent of this rally, measured in yield terms can be seen in the chart below – in price terms,
this equates to a 7.01% increase in the JP Morgan (hard currency) EM Bond Index in USD. While
yield spreads between EMD and U.S. investment grade bonds have tightened as a result, EM bonds
remain attractive on an absolute and relative basis over the longer term, in our view.
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Of the major drivers of this year’s EMD rally, all of which look likely to continue into the second part
of the year, the most significant has been the policy backdrop which has turned more supportive.
The FED’s swift pivot from a tightening narrative during 2018 to a policy pause has assisted the
demand for EMD, as has the subsequent fading of USD strength. As we know, a pause in the FED’s
hiking cycle eases the burden on emerging markets with high external debt loads, while a softer or
more stable USD continues to support EM currencies. All of which is supportive for positive EMD
returns in the near term.
The risks to this view are an escalating U.S.-China trade conflict, a return of recessionary fears or an
inflation resurgence sparking earlier-than-expected Fed tightening. U.S.-China trade negotiations
look to be progressing, though frictions related to competition for global technology leadership are
likely to continue – all of which, we will continue to keep a close eye on.
When considering how to gain exposure to EMD, our view is that the most suitable approach is to
utilise a fund with the broadest possible remit. That means a manager who approaches the task
from both the top-down and bottom-up, who is looking at and taking into account interest rates,
currency and credit views along with being afforded a mandate which allows full flexibility (go-anywhere – active management) to invest across the range of investable instruments i.e. local and
hard currency, sovereign and corporate debt. In an ideal world that manager should operate
without any specific benchmark constraints whilst looking to capture the potential of the best
ideas within the entire EMD space.

Simon Sharrott

Joint Managing Director (Guernsey) & Portfolio Manager
www.mitonoptimal.com

This document has been issued by the MitonOptimal Group of companies. The content of this document is for information purposes only and does not constitute an offer or invitation to any person. The opinions contained in this
document are subject to change and are not to be interpreted as investment advice. You should consult an adviser who will be able to provide appropriate advice that is based on your specific needs and circumstances. MitonOptimal‘s
prior written consent must be obtained before the contents of this document are reproduced or communicated to any third party. The information and opinions contained herein have been compiled or arrived at from sources believed to
be reliable and given in good faith, but no representation is made as to their accuracy, completeness or correctness. MitonOptimal’s respective directors, officers, employees and associates may have an interest in the products, services
or service providers occasionally referred to herein. The value of investments and the income from them may vary, and you may realise less than the sum invested. Past performance is not necessarily a guide to future performance and
no guarantees are offered in respect of investment returns and/or capital invested. MitonOptimal Portfolio Management (CI) Limited (Registration No. 36763) and MitonOptimal Guernsey Limited (Registration No. 40985) are both
registered in the Bailiwick of Guernsey and licensed and regulated by the Guernsey Financial Services Commission under the Protection of Investors (Bailiwick of Guernsey) Law 1987, as amended. MitonOptimal UK Limited is registered in
England and Wales (Company No. 09138865). Authorised and regulated by the Financial Conduct Authority. MitonOptimal Portfolio Management (UK) Ltd is part of the MitonOptimal group of companies. Authorised and regulated by the
Financial Conduct Authority No. 770509. Registered in England and Wales No. 10524374. MitonOptimal South Africa (Pty) Ltd (Registration No. 2005/032750/07) & MitonOptimal Portfolio Management (Pty) Limited (Registration No.
2000/000717/07) are regulated in South Africa by the Financial Sector Conduct Authority (FSCA). MitonOptimal South Africa (Pty) Limited (FSP No. 28160) and MitonOptimal Portfolio Management (Pty) Limited (FSP No. 734) are
authorised Financial Services Provider’s (FSP’s). MitonOptimal South Africa (Pty) Ltd and MitonOptimal Portfolio Management (Pty) Limited comply with all the requirements of the Financial Advisory and Intermediary Services (FAIS) Act
(Act 37 of 2002). MitonOptimal Jersey Limited is regulated by the Jersey Financial Services Commission (Company No. 97242). Full details on all companies within the MitonOptimal Group are available on our website
(www.mitonoptimal.com).

