
 

 

• The fund’s flexible approach allows us to invest in the emerging bond markets on a ‘best ideas’ basis        

• We believe key factors support the long-term rationale for emerging market debt 

• We view some recent price declines in the market as buying opportunities   
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YTD volatility 

Monetary tightening by the Federal Reserve and a notable 

rally by the US dollar sparked worries among investors in 

emerging markets during the year-to-date period. Concerns 

also increased that President Trump would impose further 

tariffs on imports from China, leading to a full-blown trade 

war between the world’s two largest economies. In other 

regions, country-specific stories in Turkey and Argentina 

drew attention. In Turkey, investors focused on its debt levels 

and inflation, as well as on elections in June. In Argentina, 

central bank policy mistakes were largely blamed for the 

peso’s sharp depreciation. 

But while emerging bond markets declined against this 

backdrop, giving back some of their solid returns from 2017, 

we continue to believe that the longer-term fundamental 

case for the asset class remains intact. The outlook for 

broad-based global economic growth is still in place, for 

example. This should help fiscal improvements and 

deleveraging in emerging economies, in our opinion. We 

also think lower prices have left areas of the emerging debt 

markets looking fairer value – an assessment that we feel is 

supported by their attractive relative yields.  

You should remember that emerging markets are generally 

smaller, less liquid and more sensitive to economic and 

political factors. In exceptional circumstances, the fund may 

encounter difficulties when selling or collecting income from 

these investments, which could cause the fund to incur a 

loss. In extreme circumstances, it could lead to the 

temporary suspension of dealing in shares in the fund. 

Global diversity  

Throughout the year-to-date period, our preference 

remained to invest in a globally diversified portfolio of 

emerging market government and corporate bonds. Within 

this strategy, we kept a higher overall exposure to bonds 

denominated in US dollars than to local emerging market 

currencies (see Figure 1). We maintained this stance going 

into the second half of the year. 

However, in the past year our main investment activities 

included increasing the fund’s allocation to local currency-

denominated bonds. The appeal of this area was helped by 

some emerging market currencies being undervalued, as 

well as by the higher yields that could be found in this 

segment of the market, in our view.  

We remain happy to maintain local-currency exposure in the 

fund on a selective basis. We believe the recent 

underperformance of many local currencies against the 

greenback has been caused more by US dollar strength, 

rather than a deterioration in the valuation metrics of the local 

currencies. Please note that changes in currency exchange 

rates will affect the value of your investments.   

Among our recent transaction activity, we bought local-

currency government bonds in Russia and Argentina during 

the second quarter of 2018. We considered the price 

declines in these markets had been overdone amid a variety 

of adverse considerations, including the West’s sanctions 

against Russia and Argentina’s loan application from the 

International Monetary Fund. While such factors remained 

Figure 1: Fund asset allocation  
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relevant, we felt these markets had dropped far enough from 

a risk/reward perspective. 

We also continued to monitor hard currency-denominated 

government bonds for buying opportunities during the 

market’s general weakness. Our purchases in this area 

during the most recent quarter included adding to some 

holdings from oil-related issuers in the Sub-Saharan Africa 

region, such as in Angola and Gabon. We considered these 

were examples of countries that should benefit from firmer 

oil prices. In contrast, we sold government bonds in Abu 

Dhabi after decent performance, while the fund’s holdings in 

Romania and Cote d’Ivoire were reduced.  

As well as government bonds, the fund’s flexible approach 

allows us to invest in emerging market corporate bonds. We 

consider this freedom to be helpful for the fund’s 

diversification, as well as providing further potential to 

enhance its performance.  

Please note that past performance is not a guide to future 

performance. The value of investments and the income from 

them will fluctuate and this will cause the fund price, as well 

as any income paid by the fund, to fall as well as rise and 

investors may not get back the amount originally invested.  

During recent months, our activity in the corporate credit 

markets included buying newly issued bonds from Peruvian 

retail group InRetail. This added exposure to a country that 

we think has encouraging economic prospects. We also 

favoured maintaining an allocation to the important Brazilian 

market and added a position in Brazil Foods that we felt 

offered appealing value. However, we reduced a holding in 

Marfig, a food supplier in Brazil with a big presence in beef 

production.    

You should be aware that the value of an investment may fall 

if the issuer of a fixed income security held is unable to pay 

income payments or repay its debt (known as a default). 

Following their gains in 2017, the three main sub-asset 

classes of the emerging bond markets declined in the year-

to-date period:  

• As represented by the JP Morgan GBI-EM Global 

Diversified Index, local-currency emerging market 

government bonds fell by 6.4%.  

• Hard currency-denominated sovereigns, measured by 

the JP Morgan Emerging Markets Bond (EMBI) Global 

Diversified Index, declined by 5.2%.  

• For emerging market hard-currency corporate credit, the 

JP Morgan Corporate EMBI (CEMBI) Broad Diversified 

Index fell by 2.9%.  

All returns are stated in US dollar terms. Past performance 

is not a guide to future performance.  

Year to date, the fund recorded a decline against this 

backdrop. Among its performance detractors, the fund’s 

recently increased allocation to local currency bonds, while 

helpful in 2017, held back its returns so far this year as this 

area registered the poorest results. However, the fund’s 

overall performance was broadly in line with a comparative 

index, the Morningstar Global Emerging Markets Bond 

sector (see table overleaf). This outcome was helped by the 

appreciation of the US dollar against the euro, as we kept a 

sizeable exposure to the greenback in the fund’s currency 

positioning.    

Opportunities and risks 

The possibility of more tariffs by the US – and retaliations by 

China (and others) against them – remains a concern among 

emerging market investors. The difficulties of Turkey and 

Argentina must also be monitored closely. In recent months, 

technical drivers further weighed on sentiment in emerging 

bond markets, as the asset class experienced sustained 

outflows. We believe this environment may continue to 

hamper the shorter-term outlook for emerging market bonds 

and currencies.  

While markets are right to assess the implications of such 

factors, we think other fundamental considerations should be 

supportive towards the medium-to-longer term emerging 

market prospects. These include broad-based global 

economic growth activity – despite some softer data recently 

– and an improved outlook for oil producers due to firmer oil 

prices. We also believe that default risk has diminished 

among emerging market bond issuers.  

Turning to US monetary tightening, we still consider that the 

higher US interest rate environment is less challenging for 

many emerging economies than in previous cycles. This is 

largely due to the improvements they have made to their 

current accounts, as well as lower overall levels of US dollar-

denominated debt. That said, US rate increases and a 

stronger dollar may still cause headwinds for those emerging 

economies that are more dependent on US dollar funding. 

In our assessment, emerging market bonds continue to offer 

a decent pick-up in yield versus their developed market 

counterparts, with interest rates remaining especially low in 

Europe and the UK. The asset class also provides huge 

diversity.     

Importantly, we believe that flexibility remains key for 

successfully investing in the emerging bond markets. The 

freedom to hold those bonds and currencies that offer the 

best relative value and to avoid countries or industries where 

the outlook is unfavourable is crucial. For example, an 

underweight exposure to China has been a conviction view 

in the fund for some time. However, following the sell-off in 

Chinese credit, we believe spreads have reached levels that 

may offer better value, especially in the real estate sector. 

We also favour local market exposure in countries where real 

or nominal rates look attractive, such as Brazil and Uruguay, 

or where it is likely that inflation has peaked, such as Mexico. 

In corporate credit, our preferences include quasi-sovereign 

oil and gas issuers with sound fundamentals, as well as 



some consumer groups in Peru and real estate firms in 

Mexico.  

Within the fund’s asset allocation, we continue to hold hard-

currency positions, as well as local-currency exposures 

selectively. In our view, US-dollar denominated debt is more 

attractively priced now than it was earlier this year, as 

spreads have widened. At these levels, we are starting to find 

additional buying opportunities for the fund.   

 

 

YTD and calendar-year performance (%) 5 years  

 
YTD  

2018 
2017 2016 2015 2014 2013 

Fund 

manager 

tenure (from 

02/12/2013)  

% pa 

Since fund 
inception 

(15/10/1999) 
% pa 

M&G Emerging 
Markets Bond Fund 

-2.8 -0.5 13.7 10.4 19.1 -4.9 8.2 7.5 

Morningstar Global 
Emerging Markets 
Bond Sector 
average 

-2.7 -3.1 12.9 8.1 16.6 -10.1 6.4 7.8 

Past performance is not a guide to future performance. 
Source: Morningstar, Inc., Pan-European database as at 30 June 2018. EUR A class shares, gross income reinvested, price-to-price basis.  

The fund allows for the extensive use of derivatives. 

Further risks associated with the fund can be found in the fund’s Key Investor Information Document. 
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Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the Swiss Collective 

Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the Swiss supervisory authority ("Qualified 

Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only. In Spain the M&G Investment Funds are registered for public distribution 

under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G Investment Funds (1) reg. no 390, M&G Investment Funds (2) reg. no 601, M&G Investment Funds 

(3) reg. no 391, M&G Investment Funds (5) reg. no 972, M&G Investment Funds (7) reg. no 541, M&G Investment Funds (9) reg. no 930, M&G Investment Funds (12) reg. no 1415, 

M&G Investment Funds (14) reg. no 1243, M&G Global Dividend Fund reg. no 713, M&G Global Macro Bond Fund reg. no 1056 and M&G Optimal Income Fund  reg. no 522, M&G 

(Lux) Investment Funds 1 reg. no 1551. The collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with variable 

capital, incorporated in England and Wales in respect of M&G Investment Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds 

referred to, are UCITS and registered with the Dutch regulator, the AFM. This information is not an offer or solicitation of an offer for the purchase of investment shares in one of 

the Funds referred to herein. Purchases of a Fund should be based on the current Prospectus. The Instrument of Incorporation, Prospectus, Key Investor Information Document, 

annual or interim Investment Report and Financial Statements, are available free of charge, in paper form, from the ACD: M&G Securities Limited, Laurence Pountney Hill, London, 

EC4R 0HH, GB; or one of the following - M&G International Investments Limited, German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main; the Austrian paying 

agent:  Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg paying agent Société Générale 

Bank & Trust SA, Centre operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, Securities Services, 

Hermes Hus, Helgeshøj Allé 33, Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, 

Alcobendas, Madrid, Spain; M&G International Investments Limited or its French branch; from the French centralising agent of the Fund: RBC Investors Services Bank France; or 

from the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland, please refer to M&G International Investments Switzerland 

AG, Talstrasse 66, 8001 Zurich or Société Générale, Paris, Zurich Branch, Talacker 50, P.O. Box 5070, 8021 Zurich, which acts as the Swiss representative of the Schemes (the 

"Swiss Representative") and acts as their Swiss paying agent. For Italy, they can also be obtained on the website: www.mandgitalia.it. For Ireland, they are available in English 

language and can also be obtained from the Irish facilities agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and 

Austria, copies of the Instrument of incorporation, annual or interim Investment Report, Financial Statements and Prospectus are available in English and the Prospectus and Key 

Investor Information Document/s are available in German. Before subscribing investors should read the Prospectus, which includes investment risks relating to these funds. 

The information contained herein is not a substitute for independent advice. This financial promotion is issued by M&G Securities Limited. Registered Office: Laurence Pountney 

Hill, London EC4R 0HH, authorised and regulated by the Financial Conduct Authority in the UK. Registered in England No. 90776The Portuguese Securities Market Commission 

(Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and 

the Commission Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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