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May and June witnessed the largest drawdown in emerging market (EM) debt asset prices over the past two 
decades outside of an outright crisis (Chart 1). This has been called a perfect storm for the asset class. Many 
factors all coalesced at once: expectations of reduced asset purchases by the Federal Reserve; slowing 
growth in China, Brazil, Russia and other EM countries; distressed commodity prices; and political unrest in 
Brazil and Turkey and a military coup in Egypt. The sharpness of the drawdown has rekindled negative 
associations with emerging markets, born during the crisis years of the 1980s and 1990s. Has anything really 
changed since then? And don’t the deteriorating fundamentals mean the worst is yet to come, particularly in a 
world of rising US interest rates and declining central bank liquidity? 

This paper makes two fundamental points at the current crossroads: 

– First, we do not believe market volatility and slowing growth will lead to a widespread deterioration in sovereign 
creditworthiness. Yes, some credit downgrades will occur, there will be renewed impetus for structural reforms, and several 
countries may experience sustained stress. But overall, our view is that substantial structural development over the past 
decade will serve countries well in navigating this cyclical slowdown. 

– Second, the size of the drawdown is such that we see significant value in pockets of EM debt. The key here will be the pace 
of higher US yields, not the direction. In this interconnected world, emerging markets are most certainly exposed to further 
capital outflows if US yields ascend rapidly. And higher volatility commands greater compensation. But our base 
assumption, as repeatedly communicated by officials, is that the Federal Reserve is still at least one to two years away from 
hiking the Federal Funds rate and, with a September tapering now widely expected, US yields will rise more gradually from 
here. In that world, we think good value exists in EM debt. 

Chart 1: One of the largest drawdowns outside of a crisis 

Period EMBI 
Global 

Period CEMBI 
Broad 

Period CEMBI Broad 
High Yield 

Period GBI-EM 
GlobalDiv 

May-Aug 1998 -32.3% Aug-Nov 2008 -25.0% Aug-Nov 2008 -40.2% Aug-Nov 2008 -22.9% 

Aug-Nov 2008 -21.7% Aug-Nov 2011 -6.3% Mar-Sep 2002 -20.3% May-Jul 2013 -11.3% 

Oct-Dec 1997 -10.6% May-Jul 2013 -5.8% Aug-Nov 2011 -14.2% Jan-Feb 2009 -11.3% 

Mar-Sep 2002 -10.1% Apr-May 2004 -4.3% May-Jul 2013 -5.8% Aug-Nov 2011 -9.1% 

May-Jul 2013 -9.7% Mar-Sep 2002 -3.0% May 2010 -4.5% May 2012 -7.3% 

Apr-May 2004 -6.9% Jul 2003 -3.0% Apr-May 2004 -3.5% Mar-Jun 2006 -7.1% 

Feb-Mar 1995 -6.4% Mar-Jun 2006 -1.9% Mar-Jun 2006 -1.8% Nov 2010 -4.6% 

Feb 1996 -5.7% Nov 2010 -1.1% Nov 2010 -1.3% May 2010 -4.3% 

Jul-Nov 2001 -5.2%   Jul 2003 -0.4% Mar 2005 -3.8% 

May 1999 -5.2%     Apr-May 2004 -3.4% 

Aug-Nov 2011 -4.2%       

Apr-May 2000 -4.2%       

Mar-Jun 2006 -4.0%       

Jul 2003 -3.5%       

Sep-Nov 2000 -3.5%       

May 1997 -3.3%       

Nov 2010 -3.2%       

Feb-Apr 2001 -2.9%       
Source: JP Morgan, Bloomberg and Schroders. 
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There is no doubt that EM will be affected by a declining liquidity environment, and a higher level of compensation is 
needed for greater core economy rate volatility. But given the amount of negative news now built in to valuations, going 
forward a key driver of asset prices will be the pace of higher US yields. Our base assumption, as repeatedly 
communicated by officials, is that the Federal Reserve is still at least one to two years away from hiking the Federal 
Funds rate and, with a September tapering now widely expected, the highest probability outcome is that US yields will 
rise more gradually from here. And we believe that means that pockets of EM offer very good value. 

Risk 

All investments, domestic and foreign, involve risks including the risk of possible loss of principal. The market value of 
a fund’s portfolio may decline as a result of a number of factors, including adverse economic and market conditions, 
prospects of stocks in the portfolio, changing interest rates, and real or perceived adverse competitive industry 
conditions. Investing overseas involves special risks including among others, risk related to political or economic 
instability, foreign currency (such as exchange, valuation, and fluctuation) risk, market entry or exit restrictions, 
illiquidity and taxation. Emerging markets pose greater risks than investments in developed markets.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Important Information:  
The views and opinions contained herein are those of Alexander Moseley, Senior Portfolio Manager, Emerging Markets Debt Relative, 
and may not necessarily represent views expressed or reflected in other Schroders communications, strategies or funds.  For 
professional investors and advisers only.  This document is not suitable for retail clients. This document is intended to be for information 
purposes only and it is not intended as promotional material in any respect. The material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument. The material is not intended to provide, and should not be relied on for, accounting, legal or tax advice, or 
investment recommendations. Information herein is believed to be reliable but Schroder Investment Management Ltd (Schroders) does not warrant 
its completeness or accuracy. No responsibility can be accepted for errors of fact or opinion. This does not exclude or restrict any duty or liability that 
Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. 
Schroders has expressed its own views and opinions in this document and these may change. Reliance should not be placed on the views and 
information in the document when taking individual investment and/or strategic decisions. Issued by Schroder Investment Management Limited, 31 
Gresham Street, London EC2V 7QA, which is authorised and regulated by the Financial Conduct Authority. For your security, communications may 
be taped or monitored. 


