Timely insights fro m
portfolio managers
and industry experts
on key financial,
economic and political
issues.

The views expressed in these posts are those of the authors and are current only through the date
stated. These views are subject to change at any time based upon market or other conditions, and
Eaton Vance disclaims any responsibility to up date such views. These views may not be relied upon
as investment advice and, because investment decisions for Eaton Vance are based on many
factors, may not be relied upon as an indication of trading intent on behalf of any Eaton Vance
strategy. The discussion herein is general in nature and is provided for informational purposes only.
There is no guarantee as to its accuracy or completeness.

A P R I L 11, 2 0 2 2

Emerging Markets Debt

Emerging Markets Debt Declines on Rising Rates, Ukraine
Conflict and China Propert y
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Boston - Emerging markets debt indexes fell across the board during the first quarter, as
investors took stock of the Russian invasion of Ukraine, further stress in the China propert y
market and the rate-hike plans of an increasingly haw kish U.S. Federal Reserve.
Ho wever, EM investors clearly differentiated within the sector. Russian, Belarussian and Ukrainian
assets were generally the hardest hit, with Russian sovereign bonds being removed from the
indexes as of the end of the quarter. Geopolitical concerns also depressed Eastern European
markets.
At the other end of the spectrum, assets in Latin America and South Africa were generally
stronger. Investors tended to perceive countries physically distant from the conflict —with
notable commodity exports and limited trade with Russia — as being attractive. Asian markets
were more mixed but generally sold off, influenced by ongoing contagion across the Chinese
property sector.
EM local-currency debt lost 6.4 6%. Foreign currencies, led by Latin America and South Africa,
gained against the U.S. dollar during the quarter, but that was over whelmed by losses fro m
rising interest rates.
Dollar-denominated, hard-currency debt lost more than 10%, hurt by exposure to U.S. rates and
sovereign spread widening, which was sparked by the Russia/Ukraine conflict and China
property concerns.
Corporate EM debt lost 8.82%, hurt by U.S. rate increases. Wider corporate and sovereign
spreads also had a negative impact on performance.
War and rising rates were a double whammy for EM debt

" We believe that
focusing on
country-level
macroeconomic
and political
researc h —
along with
standalone
analysis of
specific risk
factors such as
currency, credit
spreads and
interest rates —
represents the
best approach
for capitalizing
on today's
uncertainty in
EM debt."

Sources: JP Morgan, Eaton Vance as of March 31, 2022. The vertical axis reflects the amount contributed
by each factor to total return — ad ding the bars above 0% and belo w 0% (negative numbers) results in the
total return in the headline. FX is the gain or loss in the GBI-EM from currency changes relative to the U.S.
dollar. EURUSD reflects the portion of currency movement in the GBI-EM that is explained by the change of
the euro (EUR) versus the U.S. dollar (USD). Rates refers to the contribution of change in local-currency
interest rates in the GBI-EM. Carry refers to the risk-free returns in each GBI-EM country that cannot be
attributed to FX, EURUSD or rates. Sovereign Credit Spread refers to the spread above U.S. Treasurys in the
EMBI paid by a country. Corporate Credit Spread is the spread above the sovereign spread paid by an EM
corporate issuer. U.S. Treasury refers to the contribution to return in the EMBI and CEMBI (both dollardenominated indexes) due to interest -rate changes on the U.S. Treasury.

Looking ahead
Looking for ward to the remainder of 2022, we are optimistic on EM debt, as valuations appear to
be well-compensating investors for the risk.
The Russia/Ukraine war is a humanitarian tragedy that carries implications for the w orld order
well beyond the scope of this blog, and it will continue to drive headlines — potentially for quite
some time.
Fundamentals are mixed: generally speaking, commodity exporters are in better shape while
importers are more challenged. Fed tightening is a concern, but markets appear to be pricing that
in somewhat aggressively. COVID appears to broadly be less of a concern albeit with notable
exceptions — f or example, China.

bonds with maturities of more than one year issued by emerging markets governments.
J.P. Morgan Corporate Emerging Market Bond Index (CEMBI) Broad Diversified is an unmanaged index of

USD-denominated emerging market corporate bonds.

Investing entails risks and there can be no assurance that any strategy will achieve profits or avoid incurring
losses. It is not possible to directly invest in an index. Past performance does not predict future results.
The value of investments may increase or decrease in response to economic and financial events (whether
real, expected or perceived) in the U.S. and global markets. Investments in foreign instruments or currencies
can involve greater risk and volatility than U.S. investments because of adverse market, economic, political,
regulatory, geopolitical, currency exchange rates or other conditions. Investments in debt instruments may be
affected by changes in the creditworthiness of the issuer and are subject to the risk of nonpayment of principal
and interest. The value of income securities also may decline because of real or perceived concerns about the
issuer's ability to make principal and interest payments. As interest rates rise, the value of certain income
investments is likely to decline.
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