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We believe that a window of opportunity has opened for emerging 
assets to outperform this year, for several reasons. 

First of all, the two major global macro factors are pointing in the 
right direction. On the one hand, the Chinese economy is showing 
robustness, resilience, and is being expertly steered. The country 
weathered the Covid-19 crisis quite well last year, and still offers very 
good prospects. 

On the other, the Fed reiterated that it does not intend to call 
into question its ultra-accommodative monetary policy for the 
time being, which, let us not forget, is especially beneficial to the 
emerging world. It is difficult at this stage to predict the timing of the 
next monetary shift, and the simple fact that the Fed is reluctant to 
give any indications in favour of a possible change incites investors 
to bet on extensions. 

Note also the better overall resilience of emerging country 
companies to last year’s shock, as reflected by the very modest 
rise in default rates among the high yield bonds of the CEMBI index 
(estimated at 2.7% in 2020 vs. 6.8% for the US high yield segment*).

Furthermore, emerging assets continue to post a very attractive 
discount compared to developed countries. In a world in which 
assets tend to be expensive overall and there is still ample liquidity, 
there are good reasons to think that this discount will shrink.

We have observed an increase in flows into emerging equities and 
debt over the past few weeks, with no sign of excess from investors 
on these segments for the time being.

The change in government in the US will bring a reduction in 
geopolitical risk, less overbiding or spectacular declines.

We believe that the current environment is thus especially ideal for 
favouring emerging assets within the portfolios. There will still be 
time to revise our decision before the hour of the monetary policy 
shift strikes, probably not for several months.

*Source: Bloomberg, 15/02/2021.
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Emerging markets are benefiting from favourable trends: the low interest rate en-
vironment thanks to the accommodative monetary policies, the oil price and the 
level of the dollar, the acceleration in the roll-out of the vaccines, which will enable 
business to restart. 

However, their dynamics and growth trends differ widely. Several countries and 
sectors offer real investment opportunities, both through bonds and on the equity 
markets. 

EMERGING MARKETS: 
THE PLACE TO BE? 

WHAT IMPACT 
DID THE COVID-19 
CRISIS HAVE ON 
YOUR INVESTMENTS 
IN 2020? 

Romain Bordenave: The impact of the health 
crisis on the emerging bond markets was 
quite short, lasting from around mid-Feb-
ruary to mid-April, with a sharp rebound 
afterwards. Emerging sovereign debt ended 
the year in positive territory, despite one of 
the biggest crises ever seen. However, the 
investment grade1 (IG) and high yield2 (HY) 
segments recorded very mixed performanc-
es last year. IG posted a strong increase (+8% 
in 2020), buoyed by the drop in rates, while 
HY was in negative territory. This segment 
now offers significant discounts, and positive 
and attractive yields. The low interest rate 
environment is a powerful support factor 

for the asset class, which has returned to the 
forefront. 

Flexible management made all the difference 
in 2020. We decided to lengthen the dura-
tion3 in the portfolio at the peak of the crisis 
to benefit from the drop in interest rates 
initiated by all of the central banks. After the 
sharp fall of the oil price in April, we rapidly 
repositioned ourselves on oil-related themes. 

Kevin Net: Emerging equities also boast 
good achievements. The market shock trig-
gered by the Covid-19 crisis was erased fairly 
quickly. In the summer, the MSCI Emerging 
Markets had already returned to its pre-Cov-
id level, against the backdrop of the gradual 
restart of economies, and the announce-
ments of stimulus plans in both developed 
and emerging countries. 2020 ended on a 
positive note, with the announcement of the 
upcoming vaccine roll-out, and the election 
of Joe Biden, with hopes of stimulus and a 
low dollar. The MSCI Emerging Markets out-
performed the MSCI World last year, thanks 
to ample flows in the second half. 
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The performances of the asset class were 
nevertheless marked by very mixed trends. 
Northern Asia performed well, as its good 
management of the crisis paid off. China, 
South Korea and Taiwan had been proactive 
in limiting the effects of the pandemic. Fur-
thermore, the digitisation of the economy, a 
major trend last year, supported by a more 
sedentary lifestyle, is strongly represented in 
the equity indices of these countries. 

Considered at the start of the pandemic to 
be the country most likely to lose out, due 
to its perceived lack of sufficient health 
structures, India surprised positively. The 
country implemented one of the world’s 
strictest lockdowns, followed by a gradual 
and targeted reopening of its economy, with 
a normalisation that has astonished many. 
The Indian market, which had shed close to 

30% in March, therefore ended the year in 

positive territory, up 18%.

At the other end of the spectrum, some 

countries very hard hit by the health and 

economic crises have come out the losers. 

In South-East Asia, Thailand suffered from 

major repercussions, due to the collapse of 

tourism, which counts for 12% of its GDP. 

Patricia Urbano: While on the one hand 

Covid-19 had a sharply negative impact on 

the real economy, on the other hand it ac-

celerated the digitisation movement. Some 

sectors, such as e-commerce or on-line med-

ical consultations, have seen a jump in user 

numbers. Consumers’ behaviour will undergo 

lasting changes. We believe the digitisation 

of the economy both in and outside of China 

will continue. 

We have already started to select the com-
panies displaying visible growth, which are 
leaders in their sector and benefit from the 
adoption of advanced technologies. The 
health and economic crisis related to Cov-
id-19 has only reinforced our convictions. 

Stéphane Mayor: We must not forget the 
abruptness and magnitude of the movement 
in March 2020. The corporate emerging debt 
market lost around 20% in just a few days, 
which is considerable for a debt market. 

The volatility and liquidity had to be man-
aged. Despite the low liquidity, it is neverthe-
less important to note that trading was still 
possible every day. The shock was abrupt but 
the market recovered over the year. First on 
the investment grade (IG) segment, and then 
on the high yield segment. 

We had to review the analysis of the credit 
ratios, cash and debt levels, and earnings 
revisions and expectations for the files we 
deemed most vulnerable in this new environ-
ment. We talked to companies for updates 
on the situation, for example those operating 
in the transport sector (airline sector in Latin 
America in particular), which was among 
the hardest hit by the crisis. The companies 
proved to be reactive. They were able to 
rapidly cut costs, capex and dividends to 
preserve their activity. This review led us to 
adjust some positions, but also to confirm a 
large number of them. We kept many of our 
positions, for which our convictions remained 
intact despite the new environment, in order 
to benefit from the expected rebound, which 
took time coming but materialised at the end 
of the year.

Xiadong Bao: The growth style has never 
been so strong as in its contribution to 
performance in 2020. Our strategic core 
selections were successful thanks to the 
characteristics of long-term structural 
growth across the various emerging regions. 

Due to the nature of this health crisis and the 
different support measures of each govern-
ment, lack of uniformity is inevitable. During 
the market correction in the spring and the 
rebound in the summer, we benefited from 
the flexibility of our exposure to the different 
inflection points to adapt to the different 
health and geopolitical health situations: the 
closure and reopening of economies, the 
suspension and restart of supply chains, the 
sanctions concerning certain companies, etc. 
These extra-financial analyses took a lot of 
time but certainly contributed to the good 
performance of our investments in 2020.

ACCOMMODATIVE 
MONETARY 
POLICIES, LOW 
INTEREST RATES 
AND DOLLAR: 
WHAT ARE 
THE EFFECTS 
ON EMERGING 
MARKETS? 

Romain Bordenave: The monetary policies 
are and will remain very accommodative for 
several months to come. The Fed Chairman, 
Jerome Powell, reiterated at the start of this 
year that rates would not increase in the 
near future and that the asset purchase pro-
grammes would continue. The same policy 
will be implemented in Europe. 

The greenback is therefore set to remain 
stable at least, and could even depreciate 
along with the expected avalanche of stim-
ulus to come, which is a real support factor 
for emerging countries taking on heavy debt 
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burdens in dollars. If the US dollar depreci-
ates, in the context of economic recovery, 
GDP would rise and the debt in dollars 
would decrease, improving the solvency of 
emerging debt. The government stimulus 
plans - Joe Biden’s first and foremost for an 
amount of $1.9 trillion dollars - will lead to a 
rise in demand and consumption, benefiting 
commodities, and hence emerging countries. 

These monetary policies are therefore likely 
to keep rates very low in the developed coun-
tries, complicating the search for attractive 
yields, but which emerging countries are still 
able to offer. For example, the yield on the 
US 10-year Treasury is around 1.3%, when 
emerging countries offer 5% on average. This 
colossal difference of more than 350bp is not 
going ignored by investors.

Patricia Urbano: The low rates, ample liquid-
ity and stability of the dollar are also positive 
factors for the emerging equity markets. The 
record number of IPOs, in particular in China 
and Brazil, and those still to come, reflect the 
attractive financing conditions. Companies 
have the will to develop and to increase their 
investment spending. 

Xiadong Bao: The accommodative monetary 
policy environment, characterised by ample 
liquidity, is favourable to equities with long 
duration. And on emerging markets, many 
more opportunities are arising on growth 
themes compared to developed markets. 

Stéphane Mayor: The accommodative mon-
etary policies and low interest rate environ-
ment in developed countries have enabled 
the central banks of emerging countries to 
follow the movement and offer favourable 
monetary conditions. They may not have 
been able to have done so had rates been 
high in the developed countries. The dollar, 
which is not showing any signs of strengthen-
ing, is also a support factor. It is often more 

difficult for emerging markets to perform in 
the context of a strong dollar. 

BIDEN PRESIDENT, 
THE VACCINATION 
CAMPAIGNS: 
IS THE CONTEXT 
FAVOURABLE FOR 
POSITIVE GAME 
CHANGERS?

Romain Bordenave: 
Joe Biden will have 
to manage geopo-
litical relations with 
China more prag-
matically. We will 
most certainly have 
the chance to per-
ceive his message 
and actions over the 
year. Regarding the 
vaccine roll-outs, 
they should allow 
for a resumption of 
business and human 
interactions, which 
are essential to a 
recovery of growth. 

Kevin Net: At the 
end of the year, 
when the storage 
and transport 
conditions for the 
vaccines became 
known, observers 
thought that some 
emerging countries 
would encounter 

difficulties in managing the roll-out. In the 
end, in some emerging countries, such as 
India or Brazil, vaccinations started almost at 
the same time as the campaigns in developed 
countries. India uses two locally-produced 
vaccines, one of which was fully developed 
locally, which therefore takes account of 
local conditions. This good roll-out sends a 
positive signal and demonstrates the ability 
of emerging market countries to adapt and 
react. 

Regarding US foreign policy, we expect less 
volatility than in the past few years. For the 
moment, Joe Biden appears to be prioritising 
domestic issues (managing the pandemic, 

social inequalities, etc.). US-China relations 
may be put on the backburner at the start of 
his term, before returning to the media and 
diplomatic fore in the second half of the year, 
notably with the renegotiation of the trade 
agreement signed at the start of 2020. 

Patricia Urbano: Joe Biden’s main priority 
is climate change, which marks a major shift 
from Donald Trump’s policies. This new 
direction will probably favour electric car 
manufacturers, batteries, solar panels, which 
account for a high number of emerging mar-
ket players.

Kevin Net: The electric vehicle and solar pan-
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el supply chains are effectively dominated by 
emerging market players, primarily in Asia. 
Concerning electric batteries, more than 70% 
of market share is controlled by the Korean 
and Chinese players, while China alone dom-
inates the solar panel manufacturing market. 

WHAT RISKS NEED 
TO BE MONITORED 
IN 2021?

Romain Bordenave: I see two main risks to 
monitor this year, starting with the reflation 
trade4. Although the monetary policies con-
ducted by the central banks remain accom-
modative, investors are projecting beyond 
and anticipate a rise in rates in the medium 
term. We are starting to note the beginnings 
of a return of inflation. If this reflation trade 
were to be launched too quickly, and US 
rates rise too sharply, investors could draw a 
parallel with the taper tantrum5 of 2013. We 
will be attentive to the duration risk. 

Market positionings will have to be watched 
as well. In this frantic search for yield, many 
investors are showing interest for high yield - 
and notably emerging - bonds. Some are not 
really conscious of the risks and volatility of 
the segment. In the event of bad news or tur-
moil, they could sell off their assets suddenly. 

Kevin Net: I would also underline the fact 
that the pandemic is not yet behind us. 
Everything that could delay the vaccinations 
(evolution of the virus, mistrust of the popu-
lation, which does not appear to be the case) 
and the normalisation of the economy must 
be closely monitored. 

Furthermore, the normalisation of monetary 
policy could come from the emerging coun-
tries, although not before H2 in our opinion. 

It is not to be ruled out that China, which is 
rather ahead in terms of its post-Covid growth 
recovery, could start a tightening cycle. 
However, the recent liquidity injection by the 
Chinese central bank (PBoC) demonstrates 
that its policy remains accommodative for 
the time being.

Lastly, the issue of China-US trade tensions 
could persist, with the ramp-up of China in 
the technology sphere still a topic. 

Xiadong Bao: US-China tensions, or their 
easing, will indeed have to be watched, 
as there is little visibility at this stage. Our 
market analysis must not be based on hopes 
as we do not know the nature of the future 
diplomatic relations. We do not expect to 
receive any indications until the second half 
of 2021, even 2022. 

Patricia Urbano: China was the first country 
to exit the health crisis. If ever China were to 
make a monetary policy error, by tightening 
too quickly and taking the markets by sur-
prise, the other emerging market countries 
could suffer the full effect of this change in 
orientation. 

WHAT IS THE 
OUTLOOK FOR 
YOUR RESPECTIVE 
ASSET CLASSES IN 
2021 AND BEYOND?

Romain Bordenave: The sky looks clear 
in the short term. The outlook is rather fa-
vourable for emerging sovereign debt. The 
low interest rate environment, the oil price 
buoyed by demand, the unlikelihood of a rise 
in the dollar, continuing stimulus by govern-
ments, notably in the United States, vaccine 

FOCUS

Higher oil prices: 
a revival for emerging 
countries? 
Stéphane Mayor: With the current Brent price at $60 dollars per 
barrel, investors are reassured. Trends in commodity prices are a 
key factor for the market trend and confidence in emerging coun-
tries. A rising oil price is always an important factor of support. 
There is also a strong correlation between oil prices and the yields 
on emerging bond assets. 

Romain Bordenave: During the health and economic crisis in 2020, 
there was resounding lack of massive investment in production 
capacities. This is likely to find repercussions in future oil prices. It 
will be necessary to increase capex significantly before being able 
to return to pre-Covid production means, which will take time. This 
need will be a major support factor for oil and emerging countries. 

Concerning the Gulf Cooperation Council, consisting of Saudi 
Arabia, Oman, Kuwait, Bahrain, the United Arab Emirates and 
Qatar, the balance-of-payments equilibrium is on average at $55/
bbl. Even before the reopening of the economy, the oil price has 
reached sustainable levels for most oil producers. Angola’s 2021 
budget took account of an oil price assumption of $35/bbl, which 
is $25 below current levels. 

The rise in the oil price renews confidence in the oil theme and 
emerging countries. This is reflected in the success with investors 
of the issue in Saudi Arabia ($22bn demand), and in Oman and 
Bahrain ($15bn demand for each issue). The demand attracted by 
these issues was four to five times the offer. 

Kevin Net: China and India are among the big oil importers. For In-
dia, an oil price that is too high could become problematic. Below 
$65-$70, the situation nevertheless remains relatively comfortable 
for the country. Note that China and India benefited from the low 
prices in 2020 to build up their strategic oil reserves. To reduce this 
dependence, the two countries are accelerating their transition to 
renewable energies. 
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roll-outs allowing economies to gradually 
reopen: all of these factors are set to lead 
to flows into the asset class, a powerful 
support for performance. Note that since 
the start of the year, emerging sovereign 
debt and emerging equities recorded in-
coming flows of $20 billion and $33 billion, 
respectively, reflecting strong demand 
from investors. 

Stéphane Mayor: Regarding emerging 
corporate debt, credit fundamentals 
remain solid, notably with respect to 
companies’ debt ratios, the positive trend 
in their revenues and the levels of cash. 
Furthermore, we note an under-rep-
resentation of emerging corporate debt in 
global allocations. The potential growth in 
incoming flows is significant.

Patricia Urbano: Several points inspire 
us with confidence. First, we expect an 
upwards revision of company earnings. 
Moreover, some countries could come out 
stronger and become real growth drivers. 
China will continue to benefit, in our view, 
from the acceleration in the digitisation 
trend and the favourable trade agree-
ments concluded in Asia and Europe. In 
Brazil, digitisation is advancing rapidly 
as well. In addition, the country is set to 
adopt structural reforms in H1 that have 
not yet been priced in by the market at 
this stage, while India is one of the winners 
coming out of the crisis with a successful 
vaccination process.

Xiadong Bao: China has become more 
competitive coming out of the Covid-19 
health crisis and the geopolitical crisis in-
stigated by the Trump administration. Chi-
nese equities harbour upside potential vs. 
other markets, in our opinion, given a large 
middle class, resilient strategic industries 
and a large talent pool. In proportion to 
GDP, China is still under-represented to-

day in the main global indices compared to the rest 
of the world. With the opening-up of the Chinese 
market, capital flows into Chinese equities are set to 
increase in 2021 and subsequently.

WHAT ARE THE 
THEMES, COUNTRIES 
AND SECTORS 
THAT SHOULD BE 
FAVOURED? 

Kevin Net: We are interested in the Indian market. 
The country recently unveiled, at the start of Feb-
ruary, a very pro-growth budget for the next fiscal 
year, with $500bn to be spent by the Indian gov-
ernment, with a marked increase in infrastructure 
investments (+34% in the next fiscal year compared 
to the previous year). India had made very few ef-
forts in terms of stimulus over the past months. It 
has now aligned with the fiscal stimulus movement 
under way across the globe, with the additional 
objective of improving the country’s appeal to com-
panies seeking to diversify their production sites.

This latest trend, which recently benefited South-
East Asia and India in the context of the China-US 
trade war and Covid-19, is likely to continue, in our 
view. China nevertheless keeps important com-
petitive advantages in terms of the supply chain. 
Industries with low added value could be relocated 
to Vietnam or India, but the highest added-value 
production will remain in China, which displays 
technological leadership in some segments, such as 
electric vehicles.

Romain Bordenave: The high yield segment contin-
ues to carry a high discount and offers considerable 
potential for a rebound, in our view. Within this seg-
ment, our role is to identify the countries with the 
most attractive yield prospects. We prefer Ukraine, 
which has the support of the IMF, and Brazil. Mexico 
has also attracted our interest. The country will 

FOCUS

How important 
are ESG 
criteria? 
The role 
of emerging 
markets 
in the energy 
transition: 
bad pupils or 
figureheads?
Stéphane Mayor: Companies in 
emerging countries are endeavou-
ring to increase their incorpora-
tion of ESG criteria, and are par-
ticularly aware of the importance 
of this shift for investors. An ESG 
section is now an integral part of 
reports. Conversely, ESG rating 
agencies do not appear to have 
taken account of these efforts at 
their true worth. A bad image and 
clichés of emerging companies 
regarding ESG criteria persist. For 
example, the reforestation pro-
grammes carried out by agri-food 
companies in Brazil are rarely 
highlighted. These commitments 
are serious and notably monitored 
by satellite. Efforts by many com-
panies on the social aspect are to 
be noted, while others are trying 
to rise to the challenge of ending 
coal consumption, to conduct a 
transition to renewable energies, 
notably in Chile. 

Kevin Net: We note that 
governance is a factor 
that can stand out in 
emerging markets. 
Due to the sometimes 
difficult access to infor-
mation, it is especially 
important to be able to 
identify good or poor 
corporate governance.

Regarding environmen-
tal policies, emerging 
countries can no longer 
be considered the bad 
pupils. Countries like 
China or India have 
ambitious targets for in-
creasing electrical power 
capacity from renewable 
energies. Their commit-
ments are already being 
implemented. In China, 
renewable energies 
represented close to 
30% of the energy mix in 
2020, while in India their 
share is 26%. China’s 
target to achieve carbon 
neutrality by 2060 will 
have short-term reper-
cussions. Between now 
and 2030, the objective 
is to reduce the share of 
fossil fuels in the Chinese 
energy mix to below the 
50% mark. Renewable 
energies will benefit 
from this trend, notably 
solar, a sector where 
production costs have 
dropped drastically. 
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profit directly from the recovery of the US 
and of global growth, while the central bank 
did not opt for an excessive rate cut in 2020, 
thereby maintaining monetary policy leeway 
to stimulate growth. We also favour Angola, 
with strong dependence on the oil price. The 
forex markets could also rebound, thanks to 
buoyant macroeconomic data: a good way to 
create alpha in the portfolios.

Stéphane Mayor: We favour high yield and 

a short duration in the portfolios. We are 
interested in sectors with an accumulated 
lag. Valuations are attractive and credit ratios 
fairly healthy in Ukraine, Turkey and Argenti-
na. In addition, Brazil has a high number of 
key sectors among our preferences (agri-
food, mining & metallurgy, oil). Our allocation 
is also diversified on the consumer sectors, 
which are supported by a large population 
base, as well as the transport sector (rail, air, 
sea). 

Xiadong Bao: We continue to favour 
A-shares on the local Chinese market, in light 
of its still attractive valuation with respect to 
potential growth, its under-representation in 
global indices and its incomparable depth vs. 
off-shore markets. Apart from the consumer 
and digitisation sectors, we remain very con-
fident in companies linked to the sustainable 
development theme in China, such as the 
electric vehicle production chain, solar panels 
and energy storage, which will benefit from 
China’s long-term plan: carbon neutrality by 
2060. Cyclical sectors, such as industry, have 
a medium-term appeal, buoyed by private 
sector capex and the local substitution of 
supply chains. 

Patricia Urbano: In Latin America, we prefer 
companies exposed to the fast-growing 
digital economy, such as e-commerce and 
electronic payment. E-commerce still has a 

low penetration rate (9% of retail revenues 

vs. 28% in China). We favour companies with 

dominant positions in these sectors, with a 

solid balance sheet, strong pricing power, 

good margins and visible growth. 

1. “Investment grade” bonds are bonds issued by companies for which 
the default risk varies from very low (almost certain redemption) to 
moderate. They correspond to a rating of AAA to BBB- (Standard & 
Poor’s scale).

2. ¨High yield¨ bonds are bonds issued by companies that carry a 
higher default risk than investment grade bonds and offer a higher 
coupon in exchange.

3. Duration corresponds to the average life of a bond discounted for 
all flows (interest and capital).

4. A movement into assets that would benefit from reflation, i.e. a 
pick-up in inflation after a period of deflation.

5. The taper tantrum refers to the rise in US Treasury rates in 2013 
following the Fed’s announcement that it would be tapering its quan-
titative easing policy.

Sources for the figures: Bloomberg; Edmond de Rothschild 
Asset Management (France). Data at 31/01/2021.
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