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Obstacles Make Way for Opportunities in
Emerging Markets

We believe emerging market opportunities in credit markets are finally becoming more evident. Returns on
equity have collapsed over the last several years, and debt relative to earnings before interest, taxes,
depreciation, and amortization (EBITDA) appears to have peaked as operating margins have diminished and
leverage has ceased to increase (see Chart 1). The focus now is on balance sheet management and earnings
stabilization—an environment typically positive for credit investors. 

 

Most major emerging markets—with the exception of those that generate U.S. dollar (USD)-based revenue—have
issued their debt in local currency, avoiding the currency mismatch which caused so many challenges
historically (see Chart 2). 
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Current conditions point to opportunities in USD-denominated emerging market corporate and sovereign debt.
Furthermore, local currency debt may also offer attractive prospects in developing markets that are most
compelling due to currency adjustments. 

After monitoring emerging market credit markets for some time, we recently began buying select
quasi-sovereign and corporate bonds in certain Latin American (Latam) countries. Latam investment grade
yields, from a relative valuation standpoint, currently are nearly double U.S. investment grade (see Chart 3), an
attractive entry point on a historical basis. Latam high yield also compares favorably to U.S. high yield (see Chart
4). 

 



 

 

Credit ratings for emerging markets as a whole have also bottomed (see Chart 5), signaling, in our opinion, a
potential turnaround. More specifically, emerging market corporate and sovereign rating downgrades reached



their zenith in late 2015 into early 2016 and have since pulled back (see Charts 6 and 7). 

 

 



 

Conclusion
The rout in commodity prices, particularly for oil, has been another obstacle for commodity-linked emerging
markets that is now showing signs of improvement. Recent oil price stability—prices above USD $35 per
barrel—should lend further support for emerging market opportunities. With commodity prices, spread
valuations, and credit ratings stability currently in better alignment, we anticipate that opportunities in hard
currency emerging market corporates are now appropriate. 

Groupthink is bad, especially at investment management firms. Brandywine Global therefore takes special care
to ensure our corporate culture and investment processes support the articulation of diverse viewpoints. This
blog is no different. The opinions expressed by our bloggers may sometimes challenge active positioning within
one or more of our strategies. Each blogger represents one market view amongst many expressed at Brandywine
Global. Although individual opinions will differ, our investment process and macro outlook will remain driven by
a team approach. 
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Brandywine Global Investment Management, LLC ("Brandywine Global") is an investment adviser registered with the U.S.
Securities and Exchange Commission ("SEC"). Brandywine Global may use Social Media sites to convey relevant
information regarding portfolio manager insights, corporate information and other content.

Any content published or views expressed by Brandywine Global on any Social Media platform are for informational
purposes only and subject to change based on market and economic conditions as well as other factors. They are not
intended as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy. This information should not be considered a solicitation or an offer to provide any Brandywine Global service
in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. Additionally, any views
expressed by Brandywine Global or its employees should not be construed as investment advice or a recommendation
for any specific security or sector.

Brandywine Global will monitor its Social Media pages and any third-party content or comments posted on its Social
Media pages. Brandywine Global reserves the right to delete any comment or post that it, in its sole discretion, deems
inappropriate or prevent from posting any person who posts inappropriate or offensive content. Any opinions expressed
by persons submitting comments don't necessarily represent the views of Brandywine Global. Brandywine Global is not
affiliated with any of the Social Media sites it uses and is, therefore, not responsible for the content, terms of use or
privacy or security policies of such sites. You are advised to review such terms and policies.


