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EM debt rebounded strongly in the second quarter
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Boston - The second quarter represented a dramatic rebound for financial markets, including emerging markets, after the severe sell-off in March.
COVID-19 continues to pose a generational challenge to the lives and livelihoods of some of the world's most vulnerable people.
But at the same time, investor sentiment was buoyed by the massive policy responses around the world and the perception that a lot of the bad
news was already reflected in lower asset prices, resulting in broadly compelling valuations. The positive tone was reinforced by high investor
cash levels and the easing of lockdown measures, which convinced many investors that peak uncertainty is likely past and that forthcoming
economic surprises are likely to be to the upside.
The three main EMD indexes experienced significant gains during the quarter, with FX, local rates, sovereign credit spreads and corporate credit
spreads all rallying (see chart).
Every EM debt risk factor turned sharply positive in 2Q

Local-currency sovereign debt, as measured by the JP Morgan Government Bond Index - Emerging Markets (GBI-EM), gained 9.8%, largely as a result of
strong FX and interest-rate performance.
External sovereign (dollar-denominated) debt, as measured by the JP Morgan Emerging Markets Bond Index - Global Diversified (EMBI), advanced 12.3%,
thanks to significant compression of sovereign spreads over US Treasurys.
EM corporate debt index gained 11.15%, as measured by the JP Morgan Corporate Emerging Market Bond Index (CEMBI), on the strength of big gains from
both corporate and sovereign spread compression.

Looking ahead
From a macro perspective, easy monetary and fiscal policies from the world's major central banks will likely provide support for the asset class as
will the low yields available in core sovereign bond markets (USTs, bunds, etc.).
As the financial shocks from COVID-19 and oil settle in, focus has turned to individual country fundamentals. While the rally in Q2 was broad,
differentiation among countries was evident, based on varying policy responses and resulting economic outcomes, and the reverberations will
continue over the rest of the year throughout the world.
Many EM countries cannot afford to remain on lockdown and we are seeing continued reopenings, for better or worse. The trouble spots that we
have identified in the past, like Lebanon, Argentina, Zambia, Ecuador and Sri Lanka, remain under significant pressure and we expect additional
countries to be added to the list.
Bottom line: We entered the quarter cautious, turned bullish midquarter, and are now more neutral overall. Pockets of opportunity still remain in
the EM sector, but professional due diligence and selectivity remain more important than ever for taking advantage of them.

Data provided is for informational use only and should not be considered investment advice. Information has been obtained from sources
believed to be reliable, but JP Morgan does not warrant its completeness or accuracy. The Indexes are used with permission. The indexes may not
be copied, used, or distributed without JP Morgan's prior written approval. Copyright 2019, JP Morgan Chase & Co. All rights reserved.
About Risk: An imbalance in supply and demand in the income market may result in valuation uncertainties and greater volatility, less liquidity,
widening credit spreads and a lack of price transparency in the market. Investments in income securities may be affected by changes in the
creditworthiness of the issuer and are subject to the risk of non-payment 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. Investments involving higher risk do not necessarily mean higher return potential. Diversification cannot
ensure a profit or eliminate the risk of loss. Debt securities are subject to risks that the issuer will not meet its payment obligations. Low rated or
equivalent unrated debt securities of the type in which a strategy will invest generally offer a higher return than higher rated debt securities, but
also are subject to greater risks that the issuer will default. Unrated bonds are generally regarded as being speculative. In emerging market
countries, the risks may be more significant in regards to sensitivity to stock market volatility, adverse market, economic, political, regulatory,
geopolitical and other conditions.
J.P. Morgan Emerging Markets Bond Index (EMBI) Global Diversified is an unmanaged index of USD-denominated bonds with maturities of
more than one year issued by emerging markets governments.
J.P. Morgan Government Bond Index-Emerging Markets (GBI-EM) Global Diversified is an unmanaged index of local-currency bonds with
maturities of more than one year issued by emerging markets governments.
J.P. Morgan Corporate Emerging Markets Bond Index (CEMBI) Broad Diversified is an unmanaged index of USD-denominated emerging
markets corporate bonds.
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Investor sentiment was buoyed by the massive policy responses around the world and the perception that a lot of the bad
news was already reflected in lower asset prices, resulting in broadly compelling valuations.

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 update 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.
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