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SEMI-ANNUAL REPORT 2022 

– What are the outlooks for emerging market debt? – 

 

Indexes & Funds  
Performances 

June 2022  
Performances  

YTD  
IVO Short Duration SRI -4,0% -10,8% 

IVO Global Opportunities -4,5% -11,6%  
IVO Fixed Income -4,4% -12,3% 

European High Yield  -6,6% -14.0% 
US High Yield  -6,8% -14,4% 

Convertible World -1,5% -14,8% 
CEMBI Broad -3,0% -15,8% 

CEMBI High Yield -4,7% -16,4% 
EUROSTOXX 50 -9,4% -18,6% 

MSCI EM -7,4% -19,8% 
S&P 500 -8,4% -21.0% 
NASDAQ -8,9% -30,3% 

*Performances in EUR 

 
 
In June, as since the beginning of the year, markets across all asset classes continue their 

price discovery process. The market has to “re-price”, because rates are changing, and 

because corporate earnings may be under pressure from the slowdown in global growth but 

also from inflationary pressures on their margins. This month, and mainly by contagion of what 

happened on the High Yield markets of the developed countries (-6.6% over the month for the 

European High Yield and -6.8% on the US High Yield, which are made up of potentially 

vulnerable companies due to a much higher level of indebtedness than the emerging issuers), 

the emerging High Yield corporate bonds, for their part, fell by -4.7% which pushed new yield 

levels above 10% (in USD) per year for a duration of 3.5 years (a very rare event that has only 

occurred 3 times in the last 15 years, as can be seen on the Gauss curve below). 
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 YIELD-TO-WORST DISTRIBUTION OF THE CEMBI HIGH YIELD (IN USD) 

 

 

Period from 01/06/2015 to 30/06/2022 

 

I. The baby and the bathwater  

Being sold by ricochet in a disconnected manner regardless of the underlying is the definition 

of a sell-off. Until now our market was risk-off but there had been no real sell-off. The 

disconnection with fundamentals was already clear but, as we said when we presented our 

outlook at the beginning of 2022, risk-off is not sell-off and sell-off waves can still happen. 

These waves do not change the investment thesis or the opportunity, which is already clear, 

they only accentuate this macro/micro disconnection which makes it possible to buy quality 

assets even more cheaply and to take even more of the embedded value of bonds. 

These sell-offs are obviously still possible, but they are neither certain nor easy to predict, 

especially given that, for our universe, they are highly dependent on movements in US High 

Yield. In global sell-offs, emerging corporate markets do not yet react on the basis of their own 

fundamentals. 

With spreads, and not just rates, on US High Yield reaching their highest levels since March 

2020, the US High Yield segment stalled in June, recording a historic drop of -6.8% over the 

month (-14% since the beginning of the year). The US High Yield has now gone a "significant 

distance" in terms of potential capitulation, so this reduces the risk of ricochets on our asset 

class as it did this month. 
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II. Disconnection between the macro and the micro 

Except for certain sectors such as Chinese real estate, the emerging HY corporate universe 

is represented by companies with excellent fundamentals (as never before a while), with debt 

levels below US and European investment grade.  

 

 

 

The European High Yield segment peaks at 5.5x average corporate net debt (Net 

Debt/EBITDA), the US High Yield at 4x and the emerging High Yield at only 2x. 

While we can understand the need to adjust for prices on US high yield and European high yield 

due to the high average level of debt as the economic cycle turns, the same adjustment on 

emerging corporate, which is respectively 2x and 3x less indebted, shows that emerging 

repricing is not linked to the micro fundamentals of companies but to the mechanical ricochet 

of the sell off. 

As a result, emerging high yield corporate is at historically high yields while companies are 

historically low in debt. Add to this the different sector mix across geographies, which results 

in an overrepresentation of the sector of commodities (the rare winning sector of the year) in 

the emerging universe. 

Finally, thanks in particular to a highly active primary market last year, emerging companies do 

not face any particular liquidity wall and, given the global context, companies are not 

aggressive and investment (CAPEX) is very measured.  

 

III. Embedded value and the "elasticity" of bonds vs. equities under uncertainty 

With significant discounts now compared to their redemption value at Par (the average price 

of the IVO Fixed Income fund is 78.5), emerging market corporate bonds probably offer one of 

the best risk/return ratios of all asset classes.  

With returns on the fund of 12.4% per year (adjusted for Ukrainian and Chinese yields which 

would overvalue the level of return when not retired), a duration of 3.4, the value on board is 

spectacular while the potential decline in profits due to the economic slowdown, which worries 

the markets in general, is, for companies with little debt, mainly a shareholder rather than a 

bondholder problem (especially if we add to this the fact that the CAPEX is slowing down which 

is generally positive to creditors and less to shareholders for the growth of the long-term value 

of the company). 
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If we anticipate further declines in the market, particularly in US high yield, there will be even 

better times to take advantage of the opportunity that already exists in emerging corporates. 

However, if we do not try to "time" the market precisely (bottom fishing) or if we think that US 

High Yield is very attractive at these levels, then the opportunity of this entry point with respect 

to the yield/risk on emerging corporates is excellent. It is even more attractive as this 

embedded value will materialize regardless of market sentiment, thanks to low duration levels 

(3.4 years) and high coupon levels (above 9%). 

Unlike equities, the " elasticity " of the rebound does not depend on the return of rates to pre-

crisis levels, as is increasingly heard on the equity side. Theoretically, to return to pre-crisis 

equity valuations, rates would have to fall to pre-crisis levels and/or corporate earnings would 

have to be better than expected pre-crisis. 

For that reason, we obviously suggest entry points at the current level of yield, but in several 

steps, so as not to miss the opportunity, while avoiding possible large mark-to-market 

movements.  


