On May 22, 2020, Argentina defaulted on $65 bil-
lion in debt owed to foreign bondholders.! Ecua-
dor quickly followed Argentina.? Two more emerg-
ing-market countries, Suriname and Zambia, did
so in November.? As the pandemic raged across
the world, causing the worst global economic crisis
since 2008, investors braced for further sovereign
defaults and more financial wreckage.

To put it mildly, the COVID-19 pandemic has wal-
loped the world’s emerging-market (EM) econo-
mies. Lacking the means for massive liquidity in-
fusions, many EM countries had to stand by and
watch as their economies came to a halt. Making
matters worse, slow or nonexistent vaccine rollouts
this year have been the norm across the EM world,
prolonging the crisis there. The Emerging Market
Bond Index has, not surprisingly, shown negative
total returns since the beginning of the pandem-
ic. Nearly 50% of the sovereign bonds issued by
emerging-market nations carry a negative outlook
from one or more of the three major credit-rating
agencies, up from about a third as of December
2019.# Only 5%, or 20 countries, have a positive
outlook, according to the agencies.®

And yet, Scott Moses, portfolio manager for emerg-
ing market debt at MetLife Investment Manage-
ment, says this is precisely the moment for opti-
mism. “Despite the stress we’ve gone through,
we feel there are significant opportunities within
the EM landscape, especially as we work through
the pandemic fiscal crunch toward a better glob-
al growth environment,” he says. For one thing,
the International Monetary Fund and other official
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Emerging-market economies have
experienced enormous challenges
during the pandemic, and so have their
bond issues. But the diversity of the
asset class is its strength.

creditors have poured more than $30 billion into 74
countries,® helping to stave off multiple defaults and
quieting fears of more on the horizon. More import-
ant, robust recoveries, led by China and the U.S.,
have boosted commodity prices, a boon to a sector
in which more than half the countries are commod-
ity exporters.

“Despite the stress we’ve gone through,
we feel there are significant opportuni-
ties within the emerging-market land-
scape.” — Scott Moses, Portfolio Man-
ager for Emerging Market Debt, MetLife
Investment Management

The commodity angle helps explain why investor
infows into emerging-market bond funds have
been so healthy, with $17 billion moving into such
funds in the first quarter alone.” Inflows aside, Mo-
ses says, “You have to be a little bit more careful
how you attack the asset class, and what opportu-
nities you'll see.”

The key, says Moses’ colleague Thomas Smith,
who focuses on EM government bonds for MetLife
Investment Management, is delving into the de-
tails. “Virtually every sovereign in the world was
negatively affected by the pandemic, and early
on we focused on trying to identify which coun-
tries would be most resilient through the pandem-
ic,” he says. “What we’re looking for now, in 2021
and beyond, is who’s stabilizing and at what pace.”

Wall Street Journal Custom Content is a unit of The Wall Street Journal advertising department.
The Wall Street Journal news organization was not involved in the creation of this content.



Finding Resilience

EM Ratings by Outlook

100%
sox [ n

|| ||

0%
70%
60%
50%
40%
30%
20%
10% .

0%

AA A BBB BB B ccc

® Indefault m One or more neg. outlook

CC/C/D

Stable = One or more pos. outlook

Source: Moody’s, S&P, Fitch; MIM calculations; data as of Mar. 8, 2021

One potential tell is reform: Which governments
are willing to reevaluate their economic policies
to try to achieve greater stability? One example is
Costa Rica, currently pursuing a $1.7 billion IMF
fund program to help shore up its pandemic-shak-
en balance sheet.? Or take Angola, in sub-Saharan
Africa. Though the country has large oil reserves,
and is thus a commodity play, Smith says the na-
tion has also made notable improvements on the
policy side, after putting an end to a civil war two
decades ago and actively seeking to enhance its
non-oil economy, especially in sectors such as ag-
riculture and manufacturing.

Emerging-market corporate bonds are another
potential bright spot, as the asset class contin-
ues to outperform the sovereign universe. Year to
date (through March), EM corporates have out-
performed sovereigns by approximately 3.7% af-
ter outperforming by close to 1.8% last year.® The
combination of balance sheet flexibility and short-
er duration profile has benefited the asset class.
Company-specific fundamentals, therefore, play a
greater role in bond performance than global mac-
roeconomic trends. Moses says he looks for com-
panies that have been able to “de-lever” since the
pandemic and to keep generating cash. “One of
the biggest changes I've seen as an EM investor
over the past 20 years,” Moses says, “has been im-
proved skill and talent levels of corporate manage-
ment teams. A lot of operators have gotten better
at managing the volatility of their domestic markets
and handling liquidity needs in times of stress.”

Acquiring this kind of deep knowledge—of coun-
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tries as well as companies— can help mitigate all
sorts of risk, including those associated with envi-
ronmental, social and governance (ESG) factors.
Social instability, for example, is highly correlated
with income inequality and poverty levels, Smith
says. If you find quality management teams and
good governments, you have a greater chance of
also finding resilience.

‘I think investors often paint emerging markets
with this broad brush,” Moses says. But, he adds,
if you can dissect the asset class and differentiate
between individual issues and companies, the op-
portunities become clearer. “There are definitely
countries that are going to continue to struggle to
come out of this. And we feel there are other coun-
tries that are going to come out of this in relatively
good shape. And we believe those assets offer a
lot of value.”
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Disclaimer

This article has been sponsored by and prepared in conjunction with
MetLife Investment Management (“MIM”) solely for informational pur-
poses and does not constitute a recommendation regarding any invest-
ments or the provision of any investment advice, or constitute or form
part of any advertisement of, offer for sale or subscription of, solicitation
or invitation of any offer or recommendation to purchase or subscribe for
any investments or investment advisory services. The views expressed
herein do not necessarily reflect, nor are they necessarily consistent
with, the views held by, or the forecasts utilized by, the entities within
the MetLife enterprise that provide insurance products, annuities and
employee benefit programs. Subsequent developments may materially
affect the information contained in this article. Affiliates of MIM may per-
form services for, solicit business from, hold long or short positions in,
or otherwise be interested in the investments (including derivatives) of
any company mentioned herein. This article may contain forward-look-
ing statements, as well as predictions, projections and forecasts of the
economy or economic trends of the markets, which are not necessarily
indicative of the future. Any or all forward-looking statements may turn
out to be wrong. All investments involve risks including the potential for
loss of principle.

Past performance is not indicative of future results. No representation
is being made that any investment will or is likely to achieve profits or
losses or that significant losses will be avoided. International investing

Wall Street Journal Custom Content is a unit of The Wall Street Journal advertising department.
The Wall Street Journal news organization was not involved in the creation of this content.



Finding Resilience

involves risks, including risks related to foreign currency, limited liquidity,
less government regulation, and the possibility of substantial volatility
due to adverse political, economic or other developments. These risks
are often heightened for investments in emerging/developing markets
or smaller capital markets.

MIM is MetLife, Inc.’s (“MetLife”) institutional management business
and the marketing name for subsidiaries of MetLife that provide invest-
ment management services to MetlLife’'s general account, separate
accounts and/or unaffiliated/third party investors, including: Metropol-
itan Life Insurance Company, MetLife Investment Management, LLC,
MetLife Investment Management Limited, MetLife Investments Limited,
MetLife Investments Asia Limited, MetLife Latin America Asesorias e
Inversiones Limitada, MetLife Asset Management Corp. (Japan),
and MIM | LLC.

This article was previously published on partners.wsj.com on May 25, 2021.

A" MetLife
Investment
Management

THE WALL STREET JOURNAL.

CUSTOM CONTENT

Wall Street Journal Custom Content is a unit of The Wall Street Journal advertising department. The Wall Street Journal news organization was not

involved in the creation of this content.

L0621014725[exp0623][All States] L0621014727[exp0623][All States] L0621014741[exp0623][All States] L0621014702[exp0623][All States]


http://partners.wsj.com

Appendix

This appendix contains details for the preceding charts and provides additional information for
greater accessibility.
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Note:

e All values are approximate
e Source: Moody’s, S&P, Fitch; MIM Calculations: data as of Mar. 8, 2021

One or more neg. One or more pos.
Rating In default Stable
outlook outlook

AA 0% 16% 73% 11%
A 0% 33% 67% 0%
BBB 0% 57% 30% 13%
BB 0% 84% 10% 6%
B 0% 45% 50% 5%
Ccc 0% 25% 75% 0%
CC/C/D 80% 20% 0% 0%
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