EMD

investment

Looking for higher yields?
Get the right blend
Nicholas Hardingham reveals how undertaking a
blended approach to emerging market debt can provide
attractive results for investors

A

s more investors look outside
traditional government
bonds in order to generate
a reasonable yield in what is
a historical low-yielding environment,
emerging market debt (EMD) has
been a significant beneficiary of the
reallocation. We believe that taking a
narrowly-focused approach to EMD is
sub-optimal in achieving diversification
from traditional fixed income portfolios.
Our analysis indicates an allocation to
blended EMD categories provides the
most attractive diversification outcome.
Over the past decade, we have seen

the EMD asset class grow significantly
in size as more issuers have come to
market, which in turn has increased the
opportunity set available to investors.
In spite of this, yields for EMD remain
attractive in comparison to their
developed market peers, and in line with
their longer term historical averages
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By applying a blended approach to the asset class, pension schemes have the ability to better diversify
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an EMD allocation in relation to a broader fixed income portfolio. Active allocation has the potential to
improve the outcome even further, exploiting the diverse nature of EMD. Added to that, an
unconstrained manager has the freedom to avoid large exposures to markets or sectors that dominate
indices, which are often more correlated to core fixed income, whilst still capturing the high yields on
offer. This is the approach adopted within Franklin Emerging Markets Debt Opportunities strategy.
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in diversifying traditional fixed income
assets vary from good to excellent as can
be seen in Chart 2 below.
By applying a blended approach to
the asset class, pension schemes have
the ability to better diversify an EMD
allocation in relation to a broader fixed
income portfolio. Active allocation has
the potential to improve the outcome
even further, exploiting the diverse
nature of EMD. Added to that, an
unconstrained manager has the freedom
to avoid large exposures to markets or
sectors that dominate indices, which
are often more correlated to core fixed
income, whilst still capturing the high
yields on offer. This is the approach
adopted within Franklin Emerging
Markets Debt Opportunities strategy.
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Data source: Franklin Templeton Investments, Barclays POINT as at 30 April 2017. Local Currency EM Sovereigns are represented by the JP Morgan GBI-EM
Broad Diversified Index; Hard Currency Sovereigns are represented by the JP Morgan EMBI Global Diversified Index (Chart 2: GBP-hedged); EM Corporates are
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the official statistics of the benchmark provider.
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