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The Australian backdrop

Superannuation funds in Australia, alongside their counterparts globally, continue to face 
challenges from a low yield environment and the requirement to deliver strong risk‑adjusted 
returns for their members. We believe investing in emerging market debt can form part of the 
solution for Australian investors, particularly in today's market environment. Compared to 
developed markets, emerging market debt ("EMD") typically offers higher yields and 
a favourable long‑term risk/return profile. There are also diversification benefits to consider, 
especially as the asset class spans across a large number of countries and economies, and 
various sources of return. Furthermore, emerging market debt offers diversification 
compared to higher‑yielding bonds in developed markets, as these typically have a positive 
correlation with developed market equities. We believe that risk premia are elevated in EMD, 
presenting an attractive entry opportunity for longer term investors.

Introduction

This report investigates various approaches that an 
Australian institutional investor could utilise to gain 
exposure to the emerging market risk premium 
within debt markets in three parts: 

1 Outlining the objective and preferences for investing 
in emerging market debt.

2 Introducing the asset class and exploring its 
characteristics and benefits.

3 Presenting the case for a blended approach to 
emerging market debt investing. This section 
provides analysis on the blended benchmark and 
focuses on performance during periods when equities 
have negative returns.

Investment objectives

• Enhanced risk-adjusted portfolio returns: gain 
exposure to the emerging market risk premia 
within debt markets.

• Allocate dynamically: invest across the full 
spectrum of emerging market debt.

• Time vary emerging market risk 
premia exposure: adjust exposure depending on 
the macro backdrop and fundamental views.

• Reduce drawdowns: minimise the exposure to 
the riskiest segments of the emerging market debt 
universe and reduce drawdowns relative to the 
asset class.
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What have been the historical EMD returns for an Australian investor? 

We assume institutional investors hedge their 
exposure to hard currency sovereign and corporates 
back to Australian dollars while leaving the local 
currency sovereign exposure unhedged (Figure 2 
illustrates the breakdown of returns). 

Hedging the local currency exposure removes a 
significant portion of the returns (local cash rates) 
and the potential to gain from an appreciation of 
emerging market currencies over the longer term. 

EM Local currency returns – at close to 5% over the 
15-year analysis period – have underperformed hard 
currency bonds by some margin. FX hedging boosted 

hard currency returns while the appreciating 
Australian Dollar undermined the unhedged local 
currency bond returns. 

With attractive EM currency valuations, and the A$ 
closer to fair value, we believe there is scope for 
unhedged EM local returns to pick up in the future. 
The return pickup is likely in absolute terms as well 
as relative to hard currency bonds as FX hedging will 
not provide the same tailwind going forward given 
the cash rate compression between Australia and 
the US.

figure 1: The characteristics of emerging market debt

Hard Currency 
Sovereign

Hard Currency 
Corporate

Local Currency 
Sovereign

Index EMBI Global Div CEMBI Broad Div GBI-EM Global Div

Currency USD USD Domestic

Yield1 6.86 6.32 6.45

Duration 6.55 4.51 5.13

Average Credit Quality BBB- BBB- BBB

Investment Grade (%) 51 55 68.6

High Yield (%) 49 44 31.03

Number Countries 67 51 19

Number Issuers 152 629 19

Asia (%) 19.6 36.24 23.68

Africa (%) 12.78 6.64 8.67

MidEast (%) 6.23 16.22 4.13

Europe (%) 24.3 11.12 29.11

Latin America (%) 37.08 29.77 34.08

Market Capitalisation US$ bn 894 964 1,258

Source: JP Morgan 31 Dec 2018

An introduction to emerging market debt

Emerging market debt can be broadly categorised by 
currency and issuer type. Hard currency bonds are 
issued by both sovereigns and corporates, typically in 
US dollars, while local currency bonds are issued by 
governments in their domestic currency (Figure 1 
illustrates the key features of the asset class). 

The primary drivers of hard currency bond returns are 
emerging market sovereign credit risk and US dollar 
duration, while local currency returns are driven by 
foreign exchange and local currency duration1.  
As such, each of these categories have different risk 
factors: hard currency carries credit risk, while local 
currency debt introduces currency risk. 

1  The returns in this paper are based on the following indexes: the JP Morgan EMBI Global Diversified (hard currency sovereign debt), the JP 
Morgan GBI-EM Global Diversified (local currency government debt) and the JP Morgan CEMBI Broad Diversified (corporate debt).
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Hard Currency  
Sovereign (A$ hedged) 

Hard Currency  
Corporate (A$ hedged)

Local Currency  
Sovereign (A$)

Full period 

Return (%) 10.44 9.17 4.84

Standard Deviation (%) 8.02 7.36 7.70

Information Ratio (%) 1.30 1.25 0.63

5 worst peak/trough drawdown (%)

1 -22.09 -24.35 -13.05

2 -9.01 -5.57 -10.85

3 -5.90 -5.17 -10.44

4 -5.84 -3.60 -10.03

5 -5.19 -3.07 -8.48

Drawdown start date 

1 Sep-08 Sep-08 May-03

2 May-13 Aug-11 Sep-10

3 Apr-04 May-13 Feb-09

4 Jan-18 Apr-04 Feb-15

5 Oct-16 Feb-18 Apr-18

Source: JP Morgan, Aviva Investors 31 Dec 2018

figure 2: EMD returns for an A$ investor
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Source: Monthly Observations Jan 2003 - Dec 2018. JP Morgan, MSCI, BAML, Aviva Investors

figure 3: Historic risk-and-return characteristics of global and emerging market assets

0

2

4

AUD hedge

An
n 

Re
tu

rn
 (%

)

Ann Risk (%)

Historic Asset Class Risk & Return

AUD

Bal. port

EM.Corp.h Aus.Equity

EM.Sov.h

EM.Lcl
Aus.Bond

Global.Agg.h IG.h

Int.Govt.h
Equity

HY.h

6

8

10

12

2 4 6 8 10 12 14 16 

EM.Equity

0

1 Local currency debt has a low correlation with 
other asset classes. Figure 4 shows the 
correlations between global and emerging 
market assets over a 10-year period. Emerging 
market local currency debt has a relatively low 
correlation with all asset classes – particularly 
high-yield bonds and Australian equities, which 
are both close to 0.

2 Emerging market debt and equities 
are distinct. Country allocations are different 
with Asia making up a significant portion of MSCI 
Emerging Markets Index – approximately 70% - 
while EM debt is more diversified geographically. 
This is evident from the correlations which are 

around 0.5 between emerging market equities 
and hard currency assets. The correlation is lower 
for local currency assets, even though emerging 
market equities have some embedded currency 
exposure. 

3 Despite having high correlations with EM 
sovereigns at the asset class level, EM corporates 
provide a diverse opportunity in terms of 
countries and sectors and an opportunity to add 
value for active managers. Corporates can form a 
relatively defensive asset class compared to 
sovereigns as business models can adjust more 
quickly to external pressures relative to 
governments. 

Emerging market debt can provide portfolio diversification 

How does EMD fit within the global asset mix for 
an Australian institutional investor

We assess the historic risk-and-return characteristics 
of global assets and emerging market debt which are 
outlined in Figure 3, using monthly data since 20032. 
Historically, the benefit of currency hedging is 
evident with annualised returns running at 
approximately 2.5%. Meanwhile the Australian dollar 
has appreciated 2.5% annually versus the US dollar, 
reducing the returns of unhedged assets. 

The three EMD assets all have risk measures or 
annualised standard deviation of approximately 8%. 
It is worth noting that EMD hard currency sovereign 
and corporate bonds have returns commensurate 
with high-yield bonds, despite having a significant 
investment-grade component.

A typical balanced super fund3 is also included in 
Figure 3 for comparison. 

2    All fixed interest is hedged back to Australian dollar – as indicated by the ‘.h’ suffix – except EMD local currency, while equities are 
kept unhedged.

3    We approximate a balanced fund returns using 43% MSCI World, 29% Australian Equities, 18% Australian Treasuries and 10% in 
global governments A$ hedged.

6
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figure 5: Cumulative Returns during equity drawdowns

4    when incorporating the normal FX hedging assumptions

5    equity is a proxy for the growth component of a balanced portfolio and comprises equally weighted equal weighted domestic and 
international (A$ unhedged returns)

Where does EMD asset class sit within a balanced 
portfolio?

The pro cyclical nature of risk premia in EM 
sovereigns and local currency bonds suggests that 
these assets should be included in the growth sector 
of a portfolio. Correlation between EMD returns and 
equities are positive when looking at the US Dollar 
returns, and modestly positive when viewing from 
the perspective of an Australian domiciled investor4. 

This contrasts with negative correlations for 
defensive fixed income assets. Figure 5 below shows 
EMD returns have exhibited weakness during the 
worst drawdowns for equities5, contrasting with 
defensive asset returns which have provided an 
offset. The most natural sector for EMD is ‘growth 
fixed income’ alongside high yield and private loans. 
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figure 4: Correlations between global and emerging market assets

EM. 
Sov.h

EM. 
Corp.h EM.Lcl

Aus. 
Bond

Global.
Agg.h IG.h HY.h

Aus.
Equity

Global 
Equity

EM. 
Equity

Bal. 
port

EM.Sov.h 1.00 0.90 0.23 0.03 0.49 0.72 0.74 0.46 0.01 0.50 0.27

EM.Corp.h 0.90 1.00 0.15 -0.12 0.36 0.74 0.89 0.50 0.10 0.58 0.32

EM.Lcl 0.23 0.15 1.00 0.32 0.28 0.21 0.09 0.01 0.32 0.36 0.26

Aus.Bond 0.03 -0.12 0.32 1.00 0.59 0.22 -0.28 -0.24 -0.06 -0.22 -0.04

Global.Agg.h 0.49 0.36 0.28 0.59 1.00 0.79 0.14 0.06 -0.17 0.01 0.02

IG.h 0.72 0.74 0.21 0.22 0.79 1.00 0.63 0.31 0.02 0.33 0.23

HY.h 0.74 0.89 0.09 -0.28 0.14 0.63 1.00 0.53 0.30 0.66 0.45

Aus.Equity 0.46 0.50 0.01 -0.24 0.06 0.31 0.53 1.00 0.46 0.53 0.81

Equity 0.01 0.10 0.32 -0.06 -0.17 0.02 0.30 0.46 1.00 0.53 0.88

EM.Equity 0.50 0.58 0.36 -0.22 0.01 0.33 0.66 0.53 0.53 1.00 0.60

Bal.port 0.27 0.32 0.26 -0.04 0.02 0.23 0.45 0.81 0.88 0.60 1.00

Source: Monthly Observations Dec 2008 - Dec 2018. JP Morgan, MSCI, BAML, Aviva Investors

-60

-50

-40

-30

-20

-10

0

10

20

30

equity EM.Sov EM.Lcl

Month/Year Equity Drawdown Ended

02
/2

00
9

02
/2

01
6

12
/2

01
8

02
/2

00
3

07
/2

00
6

06
/2

01
5

07
/2

00
7

04
/2

00
5

03
/2

01
8

07
/2

01
7

J39505_Emerging_market_debt_White_Paper.indd   7 31/01/19   2:24 PM



How an investor’s domicile can alter the optimal EMD 
allocation 

Investors in hard currency emerging market debt 
are exposed to both US Treasury returns and credit 
spreads. In the case of local currency, investors 
gain exposure to fluctuations in emerging market 
currencies relative to their base currency, as well as 
the benefits of taking on duration risk by moving 
further out the yield curve. 

For an Australian-domiciled investor in emerging  
market debt, there are additional aspects to 
consider. 

Figure 6 shows that returns for the Australian dollar 
are positively correlated with both emerging market 
currencies and credit spread returns. The primary 
link is the US dollar, as a rising US dollar will typically 
depress both emerging market currencies and the 
Australian dollar. The pro-cyclical nature of the 
Australian dollar and emerging market assets also 
underpin this relationship – both emerging market 
risk premia and the Australian dollar typically do well 
in an environment of strong global growth.

figure 6: Correlations between emerging market debt returns (USD) and AUD

EM Sov EM Sov Spreads EM Sov Tsys EM Local USD AUD

EM Sov hard ccy 1.00 0.76 0.12 0.81 0.64

EM Sov Spreads hard ccy 0.76 1.00 -0.55 0.67 0.59

US Tsys 0.12 -0.55 1.00 0.01 -0.01

EMD local ccy 0.81 0.67 0.01 1.00 0.81

AUD 0.64 0.59 -0.01 0.81 1.00

Source: Monthly Observations Dec 2008 - Dec 2018. JP Morgan, Aviva Investors
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figure 7: The impact of AUD on risk and drawdowns (USD and AUD returns compared) 

Annual Return (%) Annual Risk (%) IR Drawdown1

USD AUD USD AUD USD AUD USD AUD

EM Sov 7.99 5.76 7.99 9.71 1.00 0.59 -6.96 -8.86

EMD Sov Spreads 4.77 2.54 8.56 9.98 0.56 0.25 -8.07 -9.03

EMD local 7.07 4.84 11.74 7.70 0.60 0.63 -10.11 -8.02

1 Average 10 worst peak to trough drawdowns 

Source: Jan 2003 - Dec 2018. JP Morgan, Aviva Investors

This relationship can alter the risk dynamics of 
investing in emerging markets, although the benefits 
are mostly attributable to local currency. Figure 7 
above shows the impact of the Australian dollar on 
investing unhedged in hard currency sovereign 
bonds, the credit spread component and local 
currency bonds. 

Apart from reducing the largest monthly losses around 
the Global Financial Crisis, there is little notable risk 
reduction from investing unhedged in credit spreads, 
despite the positive correlation with the Australian 
dollar. Meanwhile, the impact is significant in local 
currency bonds, with volatility and drawdowns both 
reduced considerably (see Figure 7 and 8).

Source: Aviva Investors and JP Morgan. Data covers the period from January 2003 to December 2018.

figure 8:  Drawdown profiles for emerging market debt local 
currency (USD and AUD drawdowns compared)
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figure 9: Comparing different EMD approaches

Approach Positives Negatives

Silo: making separate allocations 
across emerging market debt

• Objective: Traditional emerging 

market debt exposure

• Specific allocations to benchmark 

EMD products 

• Relatively easy to time vary EMD 

exposure – i.e. moving from 

10%–8% can be pro-rata across 

managers or tilted for asset 

allocation view

• Easy to monitor performance 

• Beta exposure relatively constant 

• Lacks specialist insights into 

managing the asset allocation 

between different parts of the 

asset class 

• Individual asset exposures may 

result in sub-optimal allocations 

of investment view. ie a positive 

country outlook may be better 

expressed in sovereign credit rather 

than local rates

Blended: using a blended 
benchmark to allocate to emerging 
market debt

• Objective: Focus on creating the 

optimal EMD exposure across  

assets and securities through a 

customised benchmark

• Beta exposure relatively constant 

• Relatively easy to time vary EMD 

exposure. Client can take a macro 

view on emerging market debt and 

adjust accordingly

• The benchmark can be mainly for 

reference purposes6, rather than a 

requirement to hold the same 

securities in the benchmark

• Tracking error targets can be broad 

or narrow depending on the alpha 

expectations

• The potential to offset asset 

allocation decisions across different 

fund managers

Total Return: using an 
unconstrained and flexible  
approach

• Objective: Downside risk 

management and strong 

risk-adjusted returns

• Potential to run a lower-beta 

strategy which may result in lower 

drawdowns 

• Unconstrained by a benchmark 

• Wider range of fund beta which may 

increase complexity to time vary 

EMD exposure 

• The potential for positions to offset 

across different fund managers

• Requires a high reliance on fund 

manager skill

Source: Aviva Investors

6   A reference benchmark can outline the risk-and-return expectations of the allocation but still allows the fund manager to create a 
portfolio of securities that represents the asset class, while not seeking to replicate every country.

10

How should a risk-aware Australian institutional investor gain access to EMD?

We have seen the risk and return characteristics of 
emerging market debt. This section investigates the 
best approach for accessing the asset class, given the 
investment objectives. 

Three approaches are introduced and discussed 
below: 

1 Silo: making separate allocations across 
emerging market debt.

2 Blended: using a blended approach to allocate to 
emerging market debt.

3 Total Return: adopting an unconstrained, 
selective and flexible investment approach.
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figure 10: A comparison of return profiles across EMD asset types (%)

Source: Aviva Investors and JP Morgan. Data covers the period from January 2003 to December 2018.

How does a blended EMD portfolio perform during growth market 
drawdowns?

Given that EMD would sit within the growth 
component of the portfolio, we investigated the 
behavior of the blended approach for the average 
Australian balanced fund during growth market 
drawdowns. We proxy the portfolio growth assets 

with an equal allocation to global equities unhedged 
and domestic Australian equities and investigate 
how the blended portfolio performs during the 
largest drawdowns.

We believe that a blended approach provides the 
best outcome for most Australian institutional 
investors for the following reasons:

• Achieves a broad exposure to the asset class.

• Potential to dynamically allocate to the most 
attractive assets within EMD.

• Blended approach can smooth the return profile 
(as illustrated by Figure 10).

• The beta allocation is likely to be relatively stable 
which means top-down EMD allocation changes 
are easy to implement. 

The other two approaches can also have a part to play 
and it might be that a solution contains a combination 
of silo, blended and total return approaches. 
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Defining the EMD blended benchmark

Blended benchmarks consist of a wide variation in 
asset weights. The most broadly used combinations 
are 50%/50% and 33%/33%/33%, but this can 
depend on various factors including investor 
domicile and risk appetite. When considering a 
blended approach, investors should look at which 
mix of sovereign, corporate and local currency 
allocations make sense from a strategic perspective.

There are several approaches for defining the 
strategic allocation from market capitalisation to 
optimisations based on historic (or expected) asset 
risk-and-return characteristics. Holistically, we are 
looking to create a benchmark that benefits from 
diversification and seeks to maximise the unique 
sources of return available across EMD markets. 

We investigate a series of asset class blended weights 
below:

1 Market capitalisation

2 50% local currency / 25% hard currency 
corporates / 25% hard currency sovereigns

3 Equally-weighted (33% local currency/33% hard 
currency corps/33% hard currency sovs)

4 Optimised

a. Mean-variance returns (historic mean)

b.  Mean-variance returns (Aviva Investors’ 
expected returns)

c. Minimum drawdown ("DD")

12

figure 11: Performance of the blended EMD during growth market drawdowns

It is interesting to note that the equally weighted 
blended portfolio achieves modest positive returns 
in 5 out of the 10 largest drawdowns. And, only on 

two occasions were all three component returns 
negative during the growth portfolio drawdown, 
highlighting the benefit of a blended approach. 

drawdown begin end growth1 hs.usd hc.usd lc.usd emd.blend2

1 Oct-07 Feb-09 -48.13 -5.37 -10.42 19.05 1.09

2 Jul-15 Feb-16 -11.15 1.85 -0.55 -4.22 -0.97

3 Aug-18 Nov-18 -8.35 -1.19 0.07 1.75 0.21

4 Jan-03 Feb-03 -5.02 2.79 2.75 -2.77 0.92

5 Mar-06 Jul-06 -4.33 1.09 1.52 -7.17 -1.52

6 May-15 Jun-15 -4.05 -1.40 -0.75 -2.03 -1.39

7 May-07 Jul-07 -4.00 -2.79 -1.06 -2.12 -1.99

8 Feb-05 Apr-05 -3.38 -0.60 0.35 -2.56 -0.94

9 Jan-18 Mar-18 -2.67 -1.72 -1.22 4.68 0.58

10 Apr-17 Jul-17 -2.58 1.71 1.76 -2.30 0.39

1 growth component of a balanced portfolio and comprises equally weighted domestic and international (A$ unhedged returns) equities

2 equally weighted em sovereigns, em corporates and em local
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Analysing the different blended weight options

Figure 12 details the performance of the different 
weighting strategies. The best historic information 
ratio was achieved by overweighting hard currency 
sovereigns. However the weights were not stable. 

The results from minimising drawdowns were more 
stable – local currency allocations were around 40%, 
while the sovereign/ corporate split was less stable 
but was roughly evenly split. Using expected returns, 
the optimised results tilt more towards local 
currency debt. 

From a practical perspective, it would seem 
all assets have a part to play in terms of asset 
allocation. A marginal tilt towards local currency 
may be preferable due to relatively favourable 
drawdown characteristics. We therefore assume a 
40% local currency allocation and a 30% allocation 
to sovereigns and corporates respectively. 

figure 12: Results of Weighting Strategies 

Market 
Capitalisation

50% Hard, 
50% Local

Equal 
Weighted

Mean 
Variance

Minimise 
Drawdown

Mean 
Variance1

Sovereign (A$ hedge) Weight 30% 25% 33% 50% 10% 0%

Corporate (A$ Hedge) Weight 30% 25% 33% 25% 50% 50%

Local Currency (A$) Weight 40% 50% 33% 25% 40% 50%

Jan 2003 - Dec 2018

Annual Return (%) 7.82 7.32 8.15 8.72 7.56 -

Annual Risk (%) 5.69 5.62 5.84 6.25 5.53 -

IR 1.37 1.30 1.40 1.40 1.37 -

Mean 10 largest DD -4.30 -4.36 -4.42 -4.83 -4.11 -

Finally, we should point out that an emerging market 
debt allocation can look different depending on the 
composition of assets in a global portfolio. Local 
currency debt has a relatively low correlation with 

other asset classes, compared with hard currency 
debt and emerging market equities, supporting the 
preference for a marginal tilt towards local currency. 

Source: Jan 2003 - Dec 2018. Aviva Investors

1 expected returns using index yields at the end of December.

Assumptions

• For the historic mean-variance optimisation, we 
used the full period of returns (January 2003 - 
December 2018) with ongoing hedging 
assumptions (fully hedged for hard currency bonds 
and unhedged for local currency bonds). 

• We used the current yield on the respective 
emerging market assets for the expected return. 

The implications are that we exclude the impact of 
any default, the cost of currency hedging and that 
currency returns are assumed to be 0.

• The objective of the minimum drawdown 
approach was to minimise the mean of the 
10 largest peak-to-trough drawdowns. 

13
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Reducing drawdowns

Given the Australian dollar’s correlation with EM risk 
premia, we investigate the sensitivity of the 
30%/30%/40% portfolio relative to the currency 
hedge ratio in order to reduce drawdowns. The 
optimal historic currency hedge ratio appears to be 
somewhere in the region of 50% when observing 

historic information ratios and drawdown statistics 
(Figure 13). Adjusting the currency hedge ratio does 
not deviate significantly from our ongoing 
assumption of leaving the local currency allocation 
unhedged. 

The hard currency universe – both sovereigns and 
corporates – is approximately 50% investment 
grade and 50% high yield. To avoid the most volatile 
sectors of the emerging market universe, we 
investigate if it is possible to reduce risk and 
drawdowns by only allocating to investment-grade 
hard currency. 

A blended EMD portfolio which restricts investment 
in sovereigns and corporates to IG only, results in 
lower returns but a similar information ratio, while 
reducing drawdowns (Figure 14). The historic beta 
of the investment-grade portfolio is 0.85 relative to 
the full opportunity set. 

figure 13: Varying the currency hedge ratio in a 30%/30%/40% portfolio 

figure 14: Risk-and-return characteristics of HY and IG hard currency debt 

Source: Jan 2003 - Dec 2018. Aviva Investors

Source: Jan 2003 - Dec 2018. Aviva Investors

FX Hedge %

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Annual Return (%) 5.01 5.48 5.95 6.41 6.88 7.35 7.82 8.29 8.75 9.22 9.69

Annual Risk (%) 8.10 7.21 6.45 5.87 5.52 5.46 5.69 6.17 6.86 7.70 8.65

IR 0.62 0.76 0.92 1.09 1.25 1.35 1.37 1.34 1.28 1.20 1.12

Mean 10 largest DD -7.19 -6.23 -5.20 -4.69 -4.23 -4.05 -4.30 -4.89 -5.59 -6.48 -7.55

HY & IG IG 

Annual Return (%) 7.82 7.02

Annual Risk (%) 5.69 5.19

IR 1.37 1.35

Mean 10 largest DD -4.30 -4.06
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7   43% MSCI World, 29% Australian Equities, 18% Australian Treasuries & 10% in global governments A$ hedged

Simulations of historic returns with an Australian 
Balanced fund

Figure 15 illustrates the impact of making 
incremental 5% allocations to blended emerging 
market debt from an Australian balanced portfolio7. 
An allocation to EMD boosted the portfolio 
information ratio as well as reduced drawdowns 

using historical return data since Jan 2003. Looking 
ahead, we believe that EMD return potential 
alongside attractive portfolio diversification 
characteristics (Figure 16) make this asset class 
worth investigating for Australian investors.

15

figure 15:  Simulation of a blended EMD allocation within an Australian balanced fund

Bal.port EMD Return (% ann) Risk (% ann) IR Ddown (%)1

Allocation 100% 0% 7.00% 7.27% 0.96 -6.11%

95% 5% 7.04% 7.02% 1.00 -5.80%

90% 10% 7.08% 6.78% 1.04 -5.53%

85% 15% 7.12% 6.55% 1.08 -5.25%

1 Average 10 worst peak to trough drawdowns

Source: Jan 2003 - Dec 2018. Aviva Investors

figure 16:  Rolling 60m correlation: Blend EMD & Bal.Port
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Conclusion

In the current low interest rate environment, 
emerging market debt offers Australian institutional 
investors an attractive combination of a higher 
return potential and portfolio diversification. 
We believe that all sectors of the varied emerging 
market debt universe have unique, idiosyncratic risk 
profiles and return drivers, and can form part of the 
solution for the search for yield. The question is how 
to optimally allocate to maximise the unique sources 
of return available across the asset class. 

At Aviva Investors, we believe that for most Australian 
institutional investors using a blended benchmark 

approach to allocate to emerging market debt can lead 
to a more defensive profile while allowing the potential 
for dynamic asset allocation. The reference benchmark 
can outline the risk-and-return expectations but still 
allow the fund manager to create a customised 
investment portfolio. Also, if an investor wanted to 
reduce volatility and drawdowns even more, it is also 
possible to tailor the approach to focus on this, through 
adjustments in the currency hedge ratio or asset 
allocation. A solution can also be customised to 
incorporate ESG filters, depending on investment 
requirements.
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Important Information

Except where stated as otherwise, the source of all information is Aviva Investors Global Services Limited (Aviva Investors) as at 31 October 2018. 
Unless stated otherwise any view sand opinions are those of Aviva Investors. They should not be viewed as indicating any guarantee of return 
from an investment managed by Aviva Investors nor as advice of any nature. Information contained herein has been obtained from sources 
believed to be reliable, but has not been independently verified by Aviva Investors and is not guaranteed to be accurate. Past performance is not 
a guide to the future. The value of an investment and any income from it may go down as well as up and the investor may not get back the 
original amount invested. Nothing in this document, including any references to specific securities, assets classes and financial markets is 
intended to or should be construed as advice or recommendations of any nature. This document is not a recommendation to sell or purchase 
any investment.

Aviva Investors Pacific Pty Ltd (‘AIPP’, ‘we’, ‘us’, or ‘our’) (ABN 87 153 200 278, AFSL 411458) is the issuer of this document and is wholly 
responsible for its contents.This document is not a product disclosure statement or a prospectus as these terms are defined in the Corporations 
Act 2001 (Cth), and is not required to be, and has not been, lodged with or registered by the Australian Securities and Investments Commission. 
Consequently ASIC does not take any responsibility for its contents.

This document is not directed to, and should not be considered by, 'retail clients' (as defined in section 761G of the Corporations Act 2001 (Cth) 
and applicable regulations). Accordingly, investments in the financial products and services described in this document may only be arranged by 
AIPP in Australia in circumstances that do not require disclosure to investors under Part 6D.2 or Part 7.9 of the Corporations Act, whether because 
the recipients of this document are 'wholesale clients’ (as defined in section 761G of the Corporations Act and applicable regulations), or 
otherwise.

The Strategy may invest a significant proportion of its assets in derivatives contracts with the aim of gaining exposure to an underlying asset class 
at lower cost than owning the asset class outright, and or of gearing the strategy’s exposure to that asset class. The risk involved in this approach 
may be considerable and may not be suitable for some investors.

No part of this document is intended to constitute advice other than general advice (as defined in section 766B(4) of the Corporations Act), or 
make a recommendation of any nature. The distribution and offering of financial products and services is restricted by law in many jurisdictions. 
This document is intended only for use in Australia and should not be relied on in any other jurisdiction.
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CONTACT US

Brett Jackson
Managing Director, Australia
e: brett.jackson@avivainvestors.com
t: +61 3 9900 6299

We would like to stay in touch. If you have any enquiry or need assistance, please contact:

Divyesh Bhana
Client Solutions Director, Australia
e: divyesh.bhana@avivainvestors.com
t: +61 2 8277 4133
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