INVESTING IN EMERGING
MARKET DEBT:

WHA

SOLUTIONS?

JEAN-JACQUES DURAND

ROMAIN BORDENAVE
Emerging debt and
currencies managers

INTERVIEW

What arguments currently play in favour of emerging
market debt?

Diversifying investments is a real challenge and there are only very few
opportunities at present. We need to look for risk in order to benefit from
more attractive yields than those offered by developed markets.

In a backdrop of monetary tightening, bonds with the lowest yields are
likely to suffer the most. In the case of emerging debt, assets current-
ly harbour healthy fundamentals and upside potential, backed by more
attractive valuation levels. We have positive forecasts for this market:
growth is robust and the level of debt remains stable at around 50%. The
impact of high 10-year US yields and the strong dollar, both of which tend
to weaken the emerging bond class, should stabilise over the year.

The emerging sovereign bond market has witnessed clear growth thanks
especially to the improvement in ratings of several economies in the zone.
Increased interest and trust from international investors for this market
has helped transform this niche category into a fully-fledged asset class.
The market offers opportunities to diversify from traditional bond invest-
ments and opens up new prospects for investors only owning sovereign
bonds from developed countries. Despite a difficult year in 2018, we are
confident in the potential of the asset class in 2019. Note also that since
1991, hard currency emerging debt has not performed negatively two
years in a row.
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indices and to make clear
choices on investment
cases, sometimes contrar-
ian to the market consen-
sus. A benchmarked man-
agement approach is not
suited to this asset class
due to the biases noted in
the indices. We believe it is
important to affirm clear
and long-term convictions.
In this market, outper-
formance plays every year
in certain specific cases
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Our convictions do not only concern invest-
ment in sovereign bonds, but also investment
in local currencies, currently for around 10% of
the portfolio and primarily in Argentine pesos,
Mexican pesos and the Turkish lira, with the
rest invested in hard currencies.

Aware of a number of risks in these markets,
especially concerning the Chinese-US trade
war, we maintain a liquidities segment, cur-
rently at around 20%, and have implemented
hedging. We are maintaining this defensive
approach, which does not nevertheless un-
dermine our vision of the asset class and our

that we need to be able to
identify.

The objective of the EDF Fund Emerging Sovereign
is to maintain a similar management philosophy, but
with a less aggressive approach, aiming to limit market
shocks. As such, we are ruling out the CCC category of
the high-yield credit spectrum, which provides better
amortisation of specific shocks, while maintaining a
sufficiently vast investment universe. Associated with
a precise risk-control process, this stance provides
the fund a risk-return profile that is half way between
emerging debt indices and the EdR Fund Emerging
Bonds fund.

The EAR Fund Emerging Sovereign
Is your latest creation: what are your
main current convictions for the fund?

The EdR Fund Emerging Sovereign portfolio is current-
ly based on three major convictions, each representing
around 10% of the allocation.

Our main position is Turkey. Macro-economic factors
are favourable, especially inflation, which is set to fall
in 2019 and a banking system that remains robust.
The Turkish economy is well diversified, with a net
debt/GDP ratio that remains low and relatively well
controlled budgetary spending. Political risks seem to
have calmed with Turkey pursuing its discussions with
the US and the European Union. Finally, the valuation
of its sovereign debt is generally attractive.

Our second conviction is located in South-America and
is Argentina. Since the local government is extremely
market friendly and is backed by the IMF, the country
is a significant contributor to GDP in the region, such
that our local exposure is currently at 10%. We are also
4% exposed to the Argentine pesos.

Finally, Ukraine is also a strong conviction. The country
has substantial support from western countries and
from the IMF. The reforms initiated under this frame-
work are contributing to the gradual recovery of this
economy and should resist coming elections.

convictions. This offers us an ability to seize
opportunities in the event of significant mar-
ket move.
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GLOSSARY

» High-yield: bonds issued by
companies that have a higher
default risk than investment
grade bonds and offer a higher
coupon in exchange.

» Investment grade: bonds
issued by companies for
which the default risk varies
from very low (almost certain
redemption) to moderate. They
correspond to a rating of AAA
to BBB- (Standard & Poor’s
scale).

» Hard currency debt refers
to bonds denominated in
benchmark currencies, globally
exchanged on forex markets.
These are mostly the US dollar
and the euro.

» Local currency debt refers
to bonds denominated in the
national currency of the issuing
company.




FUND INFORMATION*

Inception date: 21/12/2018

ISIN Codes:
A Share: LU1897613763
| Share: LU1897614902

Maximum management charges:
A Share: 1% TTC
| Share: 0,40 % TTC

Variable management fees: 15%
of performance in excess of the
benchmark.

Minimum initial subscription:
A share: 1share
| share: 500 000 €

PRINCIPAL INVESTMENT RISKS

The fund is classified in category 5 in line with the nature of securities and ge-
ographical zones in the “objectives and investment policy” section of the key
investor information document (KIID).

The risks described below are not exhaustive: it is the responsibility of investors
to analyse each investment’s risk and to come to their own opinion.

Risk of capital loss: The Fund does not guarantee or protect the capital invested,
and there is a risk that the capital invested will not be returned in full. Unitholders
are advised that the performance objective is provided for information only and
does not in any way constitut an obligation for the management company to pro-
vide results.

Credit risk: If a credit event occurs (for example, a significant widening of the re-
muneration margin of an issuer compared to a State bond with the same matu-
rity), or a default or downgrading of the quality of bond issuers (for example, a
downgrading of their rating), the value of the debt securities in which the Fund is
invested may drop, and cause the Fund’s net asset value to fall. The use of high-
yield securities up to a 100% limit of the Fund’s net assets may result in sharper
falls in net asset value, and such securities can present a greater risk of default. This
Fund must therefore be considered as speculative, and is specifically intended for
investors who are conscious of the risks inherent in investing in securities whose
rating is low or non-existent.

Recommended investment horizon:
> 3 years

Front load charge:
A Share: 1% max

B Share: 3% max

| Share: None

* Shares described herein are the main
euro-denominated Shares. Please

ask your sales contact or refer to the
prospectus to have details concerning
all the fund shares available.

Redemption charge: None

Benchmark: JP Morgan EMBI Global
Diversified ex CCC Index (EUR hedged)

Credit risk from investing in high yield bonds: the fund may invest in government
and corporate rated as non-investment grade by a rating agency (i.e. rated below
BBB- by Standards and Poor’s or an equivalent rating from another independent
agency) or considered as equivalent by our investment company. These issues are
so-called speculative debt securities with a higher risk of issuer default. The fund
must be viewed as partly speculative and concerns in particular investors who are
aware of the risks inherent in these securitiesConsequently, investing in high yield
securities (speculative securities which have a higher default risk) may entail a big-
ger fall in the fund’s net asset value.

Interest-rate risk: Interest-rate risk is the risk that bond-market rates may increase,
thereby causing bond prices to fall and reducing the Fund’s net asset value. A rise in
interest rates may negatively affect performance for an indefinite period; similarly,
if the portfolio’s sensitivity is negative, a drop in interest rates may have a negative
impact on performance for an unspecified period. This phenomenon may cause the
net asset value to fall. Such interest-rate risk may cause the net asset value to fall.

Exchange rate risk: Assets may be exposed to exchange rate risk when currency
exposure of certain assets of the relevant Sub-Fund into another currency.

April 2019. This document is non-binding and its content is exclusively designed for information purposes. Any reproduction, alteration, disclosure or dissemination of this
material in whole or in part without prior written consent from the Edmond de Rothschild Group is strictly prohibited. The information provided in this document should not
be considered as an offer, an inducement, or a solicitation to deal, by anyone in any jurisdiction where it would be unlawful or where the person providing it is not qualified
to do so. It is not intended to constitute, and should not be construed as investment, legal, or tax advice, nor as a recommendation to buy, sell or continue to hold any
investment. EARAM shall incur no liability for any investment decisions based on this document. This document has not been reviewed or approved by any regulator in any
jurisdiction. The regulation concerning marketing conditions of UCITS and AlFs (“Funds” hereafter) varies from country to country. The Funds presented herein may not be
registered and/or authorised in your country. You should seek advice from your professional advisor if you are in doubt as to whether any of the Funds mentioned might be
suitable for your individual situation. This document is not intended for citizens or residents of the United States of America or “U.S. Persons” as defined by “Regulation S”

under the U.S. Securities Act of 1933. No investment product presented herein is
registered under the Securities Act of 1933 or any other United States regulation.
Then, they cannot be offered or sold directly or indirectly in th e United States of
America, to or to the benefit of residents and citizens of the United States of Amer-
ica and to «U.S. Persons». The figures, comments, forward looking statements and
elements provided in this document reflect the opinion of EARAM on market trends
based on economic data and information available as of today. They may no longer
be relevant when investors read this document. In addition, EJRAM shall assume
no liability for the quality or accuracy of information / economic data provided by
third parties. Any investment involves specific risks. We recommend investors to
ensure the suitability and/or appropriateness of any investment to its individual
situation, using appropriate independent advice, where necessary. Furthermore,
investors must read the key investor information document (KIID) and/or any other
legal documentation requested by local regulation, that are provided before any
subscription and available at http://funds.edram.com section, or upon request
free of charge. Past performance and past volatility are not reliable indicators for
future performance and future volatility. Performance may vary over time and be
independently affected by, inter alia, changes in exchange rates. Performance data
does not include commissions and costs incurred on subscriptions and redemptions
of units or shares of the Funds. « Edmond de Rothschild Asset Management » or
« EARAM » refers to the Asset Management division of the Edmond de Rothschild
Group. In addition, it is the commercial name of the asset management entities
(including branches and subsidiaries) of the Edmond de Rothschild Group.
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