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Editorial
On a balancing act

Welcome to the April edition of our monthly Investing in Emerg-
ing Markets.  Despite  good absolute returns in the first quar-
ter of the year,  emerging market  equities  underperformed US 
and global  counterparts.  Developing economies  continue to 
tread a  fine line that requires a  balancing act where,  on one 
hand, the prospects of extended central bank liquidity provide 
tailwinds,  and  on the other  the specter of a global recession 
weighs on investors‘ minds. 

In addition,  elections in India,  Turkey,  South Africa,  Thailand, 
and Argentina, among others,  as well as a contentious  social 
security reform approval process in Brazil  are  providing  some 
homegrown uncertainty. We discuss the latest political develop-
ments in detail in the Electoral Monitor section of this report.

While maintaining a pro-risk stance, our Global Investment Com-
mittee partially took down equity  risk  in global portfolios  this 
month to account for the solid performance of global equity mar-
kets year-to-date, and a more symmetric balance of upside ver-
sus  downside  risks.  A  continuation  of the  strong  first-quarter 
performance of global equities may have to wait for a clearer 
picture on global economic growth and its impact on policy.  

We still recommend an overweight allocation in equities, how-
ever, as well as an overweight position in dollar-denominated 
emerging market sovereign bonds. This is predicated on our 
base-case assumption that the US and European economies may 
continue to cool off in 2019 but avoid a recession. This puts the 
Federal Reserve at, or close to, the end of its hiking cycle; the 
European Central Bank has already conveyed to the markets 
the prolongation of its stimulus programs.

With a low-for-longer environment in global bond yields, and a 
more constructive attitude on trade by the US and China, global 
growth will be a key focus of the markets. For emerging mar-
kets to perform on a more sustainable basis—and for the world 
to be on a better economic footing—the dynamics in China need 
to work in their favor. The latest data releases there point to a 
lower rate of deceleration, but they have failed to convincingly 
demonstrate a bottom of the cycle. We believe that policy lags 
and a gradual approach to stimulus are reasons for the delayed 
stabilization in the data, but we keep a high level of conviction 
that a soft landing will materialize in the second half of 2019. 
Chinese equities, one of the best-performing equity markets this 
year, have only partially discounted these expectations. Within 
emerging markets we maintain an overweight in Chinese equi-
ties, and explore this theme in more detail in the Equities sec-
tion of this report.

Latin America is one region where economic indicators have 
been more positive. However, the aggregates mask two realities: 
optimism about Brazil and concerns about Mexico. In our Fo-
cus section this month we dive deep into the first 100 days of 
the presidency of Andrés Manuel López Obrador;  the balance 
of his term, we regret to say, should be far from reassuring to 
the markets.

In our Economy section, we focus on Turkey‘s weak economic 
performance, as well as on the broader political dynamics in the 
region comprising  Central and Eastern Europe, the Middle 
East,and Africa. As is customary, our Investment Strategy sec-
tion provides our portfolio positioning views, while our  Equi-
ties, Currency, and Credit sections highlight specific trade rec-
ommendations.

As always, we hope you find this reading enjoyable and produc-
tive for your investment objectives.

Mark Haefele
Chief Investment Officer

Jorge Mariscal 
Emerging Markets Chief Investment Officer

Jorge Mariscal 
Head of 
EM Investment Office

Mark Haefele
Global Chief 
Investment Officer
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Global investment 
views
Asset allocation
The dovish shift in the Fed's and ECB's policy outlook since the 
beginning of the year has fueled a considerable rally in global 
equity markets. Meanwhile, economic data has remained mixed 
recently and we are still waiting for confirmation that global eco-
nomic growth is stabilizing. While this remains our base case, we 
note that a lot of the positive factors have been fully priced into 
the market, and near-term risks to company earnings as well as 
geopolitical threats persist. In the US TAA, we have closed our 
overweight in emerging market (EM) equities. Our overall alloca-
tion remains mildly "risk-on" with an overweight to US All-cap 
equities and an overweight in emerging market sovereign bonds. 
We are still holding long duration US Treasuries to hedge against 
possible downside risk scenarios.

Equities
Our base case calls for stabilization of economic growth near 
trend, marginally tighter monetary policy, and no further trade 
conflict escalation. Against this backdrop, we took down portfolio 
risk by closing our overweight to emerging market (EM) equities. 
We remain overweight US all-cap equities, with a size and style 
agnostic view. In our global all-equity portfolio, we closed our 
overweight to Canadian vs. Australian equities. Canadian eco-
nomic growth came almost to a standstill in 4Q18 and the relative 
case vs. Australia has faded. We maintain our underweight to 
Swiss equities, which are among the world's most expensive, and 
see better value in Canadian stocks given their more cyclical expo-
sure and cheaper valuations.

Bonds
We continue to hold an overweight to US long-duration Treasur-
ies, which should help protect the portfolio against unanticipated 
equity market weakness. We also maintain our overweight to 
emerging market dollar-denominated sovereign bonds as they 
continue to have strong credit fundamentals and attractive yields. 
The rally in credit spreads so far this year has left much of the mar-
ket at fair or slightly expensive levels, and we don't see further 
attractive risk-return opportunities at this time.

Foreign exchange
Within our FX strategy, we are closing the overweight in the 
Canadian dollar against the Australian dollar and taking profits, 
as the case for economic divergence between the countries has 
diminished. In particular, recent downside surprises in Canadian 
growth data forced the central bank to adopt a more cautious 
stance. We are still overweight the Norwegian krone against the 
Swiss franc on the back of diverging economic momentum and 
central bank policies. We expect Norway to buck the recent 
global trend of monetary policy and continue to hike rates. 
Meanwhile, the Swiss National Bank should wait for the ECB to 
hike first, which is very unlikely to happen before 1Q20. 
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Emerging market 
investment strategy
Cloudy with a chance of sunshine

Tactical asset allocation deviations from benchmark*
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Most Preferred Least Preferred

 • China  • Malaysia

 • High yield sovereigns

 • Asian corporate high yield

 • GCC sovereign and 

quasisovereign bonds

 • Select LatAm corporates 

 • Investment grade sovereigns

I tend to have some of my best skiing days when the weather 
is cloudy with a chance of sunshine. These days, a bright sky is 
a matter of luck, though I often get fresh snow and uncrowd-
ed slopes. The flipside is that visibility tends to be poor, which 
requires careful planning. On such days, I prefer to ski on lower 
altitudes where trees and bushes provide contours, and also I 
make a fallback plan in case the weather deteriorates. Looking 
at our emerging market investment strategy, I see many similar-
ities to my skiing adventures.

It doesn‘t always pay off to wait for clear skies 
Investors brave enough to stick to their emerging market expo-
sure during the stormy last days of 2018 got rewarded for their 
tenacity. Performance has been surprisingly strong so far in 2019. 
The search for interest rate carry has resulted in a 5.5% return 
on a USD-denominated portfolio of emerging market sovereign 
and corporate bonds. Stocks are up 9%, driven mainly by heavy-
weights China (up 15%), Russia (up 15%), and Brazil (up 8%). 
And local bond markets benefited from stronger currencies in ad-
dition to an attractive  interest rate carry.

Interestingly, this impressive recovery occurred amid poor visibili-
ty. For this rally to continue, economic fundamentals and growth 
dynamics must improve.

Watch critical developments carefully 
Global growth will depend a lot on Chinese policy decisions. This 
is especially true for Europe, Asia, and the rest of the emerging 
markets that rely heavily on Chinese demand. Recent data, al-
though distorted by the calendar effect of the Chinese New Year, 
continued to soften and surprised on the downside. Some green 
shoots exist, but it seems stimulus measures have not yet fully 
found their way into the economy.

The recently concluded National People‘s Congress provided im-
portant insights into China‘s likely policy stance in 2019. Premier 
Li Keqiang reiterated that the country will not resort to the “flood-
like” stimulus measures seen in the past. Instead, policymakers 
will use a measured and targeted approach to address downward 
pressures on the economy while stabilizing debt levels and keep-
ing the rise in total social financing in line with GDP growth.

**Short-term recommendation (1–2 months)

EM FX 
Views

• Long BRL vs. short MXN 

• Long NOK vs. short CZK**

Michael Bolliger
Head of EM Asset  
Allocation
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This means the Chinese economy will expand less this year, and 
which may affect other emerging countries given limited pros-
pects of spillover effects from Beijing‘s stimulus measures. But Li 
also confirmed the government‘s commitment to achieve GDP 
growth around 6–6.5%. We therefore think stimulus taps will re-
main open and be enough to stabilize the economic slowdown. 

If the macro picture does stabilize or even brightens up a bit, addi-
tional support for emerging market assets seems plausible, espe-
cially for the more growth-sensitive asset classes like equities and 
currencies, and in the most open economies such as North Asia 
and Eastern Europe.

Lingering risks demand a fallback plan
Yet, uncertainties are high and several risks need watching closely. 
Global growth momentum has been slowing across regions. Trade 
talks between the US and China are progressing, but a full reso-
lution that includes the protection of intellectual property rights 
and market access for US companies is still some way off. More-
over, US tariffs on European cars are a low-probability, high-im-
pact event that would hit the small, open economies of Central 
and Eastern Europe particularly hard, besides its impact on market 
sentiment which would hurt all emerging market assets.

Improving liquidity conditions have been a major driver of the 
current market rally and may continue to support markets go-
ing forward, especially as US Federal Reserve reaffirmed a more 
dovish stance in its last policy meeting. While we don‘t expect 
further US interest rate hikes this year, we still need to keep an eye 
out on US inflation. Any repricing of Fed policy expectations may 
hurt emerging market currencies and bonds the most, especially 
where the rally has run too far too fast.

And let‘s not forget the volatility likely to arise with a busy political 
calendar, with elections in Turkey, Ukraine, South Africa, Argenti-
na, and India, and new governments in place in Brazil and Mexico. 

Where we invest: Stay at lower altitudes
We keep an overweight allocation in emerging market equities 
in our global portfolios. Current valuations are only slightly above 
their long-term average, and we expect decent earnings growth 
in the high single-digits to support the market. 

Asia remains the most interesting area for emerging market equi-
ty investors. We maintain a constructive view on local stock mar-
kets but combine it with a collar strategy, i.e., we use options to 
give up some of the upside but gain protection on the downside. 
Within this region, we maintain an overweight allocation to Chi-
na, funded with an underweight to Hong Kong.

We maintain our style preference for value sectors (financials, 
materials, energy, telecoms) over their growth peers (technology, 
consumer), given their more attractive valuations and earnings 
trends. 

Easing global liquidity conditions have triggered a revival of in-
vestment strategies seeking interest rate carry. We only partly 
share the euphoria in emerging market fixed income, noting that 
more USD-denominated bonds start to look expensive. Although 
most of the bonds are underpinned by sound fundamentals, we 
think current valuations can only be justified if the global econo-
my avoids a recession and growth recovers. 

Still, we retain our overweight on sovereign credit due to strong 
technical factors and a still-supportive backdrop in our global 
strategies, but with a reduced beta exposure. Among high yield 
markets, we still like Argentina, Turkey, Oman, and a selection of 
African sovereigns. That said, the bottom-up selection is crucial. 

Having a fallback plan also means that investors should take profit 
in a timely manner. This month, we closed our long position in 
the Russian ruble following its significant appreciation against the 
US dollar. Fundamentals remain supportive of the ruble, but we 
prefer to wait for better entry levels. 

The Brazilian real is also interesting and offers exposure to do-
mestic reform. However, we prefer to be long the real versus the 
Mexican peso due to a more favorable risk-reward, in our view. 

Finally, we remain long the Norwegian krone versus the Czech 
koruna over a short-term horizon. The krone should benefit from 
rising oil prices and tighter policy conditions in Norway, whereas 
the koruna is among the assets most strongly exposed to the risks 
of US auto tariffs and weaker manufacturing activity in Europe. 

Emerging market investment strategy
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Focus
Mexico: Taking stock of AMLO‘s first 100 days

Although it may seem like Andrés Manuel López Obrador (AMLO) took 
office a long time ago, his presidency has barely crossed the 100-day 
mark. In this piece we present the key takeaways of his presidency so far 
and focus on what to expect for the rest of the year.

By now Mexico watchers have had the opportunity to digest the drastic 
change in policy path Mexico has experienced since AMLO‘s electoral vic-
tory last July. Quite interestingly, a large gap in perception has developed 
between investors and the local population regarding the outlook for the 
country. While the former remain by-and-large cautious, the lion‘s share of 
the locals envision a more promising scenario. 

To gauge the optimism of the Mexican voter, one should look no further 
than to consumer confidence and presidential approval ratings, both of 
which stand at historical highs (see Fig. 1). We note, however, that this posi-
tivity hasn‘t so far translated into spending, as reflected by so-far uninspiring 
company earnings results. We are actually projecting a relatively poor 1Q 
GDP reading on the back of a variety of factors, including a prolonged period 
of fuel shortages, the blockage of freight railroads, and labor strikes in the 
state of Tamaulipas.  

Investors are far less impressed. Over the last few months, members of AMLO‘s 
coalition introduced several controversial proposals to Congress that shook up the 
markets. The recommendations included imposing new rules in the mining sec-
tor and modifying Article 35 of the Constitution to grant more freedom to hold 
referendums. Crucially, increased concerns about Pemex‘s financial health on the 
back of poor energy sector policies have led to negative credit rating pressure on 
Mexico. It is highly likely that the government will be forced to take additional 
measures to rescue Pemex, which would undermine fiscal policy credibility. Last 
week‘s announcement that the government will draw USD 7bn from the coun-
try‘s rainy-day fund to support the company constitutes a one-off move and fails 
to address the key structural issue, i.e., the poor overall strategic direction of the 
energy sector. Pemex‘s oil output has undergone a 14-year decline, and underin-
vestment in exploration and production will translate into further deterioration.

Overall, we think the softening investor sentiment is justified and envision a 
gradual but steady worsening of macro policies, accompanied by a more chal-
lenging micro and regulatory environment, all of which will over time weigh 
on the country‘s growth and inflation outlook. Potential negative headlines 
around the US–Mexico–Canada Agreement (USMCA) ratification cannot be 
ruled out either as the US presidential race picks up speed.

We therefore remain cautious on Mexican assets. We recommend buying 
the Brazilian real against the Mexican peso as political dynamics point to a 
divergence in their respective performance, and expect economic momen-
tum to favor the real later in the year. 

Although we are neutral on Mexican equities, we see downside risk to the 
high-double-digit consensus earnings growth expectation. We prefer stocks 
with non-Mexican exposure and dollarized revenues. We also favor yield-pay-
ing companies (industrial FIBRAs) and consumer companies. 

Finally, in emerging market credit we maintain an overall neutral stance on Mex-
ico. 

The main risk to our cautious view call is a “risk on” episode, which would strength-
en the peso and increase investor appetite for cheap Mexican equities. Another 
risk is AMLO being more pragmatic and fiscally responsible than we anticipate. 

Gabriela Soni, CFA
Strategist

Alejo Czerwonko, Ph.D. 
Strategist

Consumer confidence at record high

Source: INEGI, UBS, as of March 2019.

Figure 1
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Economy
Turkey and South Africa: Economies and politics revisited

The upcoming elections in Turkey (31 March) and South Africa (8 May) 
may trigger further market moves, but investors should remain focused 
on the economic fundamentals. Ultimately, election outcomes reduce 
uncertainty and allow investors to concentrate on policy measures and 
their implementation. Turkey‘s local elections will gauge the support for 
the ruling AK Party following the difficulties the economy has experi-
enced since autumn. In South Africa, reform implementation is closely 
linked to voter support for the African National Congress (ANC) and its 
reform-oriented leadership.

Turkey: Local elections with economy in recession
Following last June‘s general election, the Turkish economy faced significant 
headwinds, including high inflation, a strong economic slowdown, and ris-
ing unemployment. Accordingly, the voting for mayors and councillors will 
serve as an important measure of support for the AK Party of President Re-
cep Tayyip Erdogan. In the last local balloting in 2014, some 43% of voters 
supported the party. Whether it can meet or exceed this threshold, particu-
larly in the larger cities, will be worth watching. 

For investors, the period after the election will be very important. With no 
new elections until 2023, Turkish policymakers have an opportunity to focus 
on implementing economic measures and reforms to reduce vulnerabilities. 
Although they have made progress in stabilizing markets in recent months, 
we think the risks of renewed setbacks linger.

South Africa: General election amid soft growth and structural ob-
stacles
South Africans will elect the National Assembly, which will later decide on 
the country‘s president. The ruling ANC party looks likely to retain a majority, 
and incumbent President Cyril Ramaphosa appears set to stay in office. But 
the magnitude of victory will determine the support for the president‘s re-
form plans as well as his ability to unite different party factions.

Infrequent polling shows the ANC retaining an absolute majority. Our base 
case assumes the ANC garnering majority support, but Ramaphosa‘ s stand-
ing would be harmed if the ANC‘s share of the final votes fell well below the 
62% it achieved in the last general election, as this could limit the room for 
reform implementation. 

The main opposition parties—the Democratic Alliance and Economic Free-
dom Fighters—are polling around 10–20%. Apart from the uncertainty in 
the political outlook, the focus on ANC unity may delay reforms ahead of 
and in the wake of the election, and populist headlines may trigger market 
volatility. In this context, the reaction of rating agencies, especially Moody‘s, 
is important. Moody‘s still assigns an investment grade rating to local South 
African debt, and a downgrade remains a risk. A policy focus on tackling 
structural challenges, fighting corruption, and boosting job creation would 
support South African assets, but we await more tangible progress before 
considering whether to take a more optimistic stance.

Tilmann Kolb
Analyst

Jonas David, CFA
Analyst

Strong economic slowdown in Turkey

Source: Reuters, UBS, as of 18 March 2019.

Figure 1
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Figure 2
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Emerging market equities have done well in the last month, supported 
by a stable US dollar, progress in US-China trade talks, more accommo-
dative Chinese policy, and expectations of a rebound in China’s economy 
in 2Q19. Year-to-date, the MSCI Emerging Markets Index is up more than 
10%, but the rally may slow from here as idiosyncratic risks are rising in 
India, Brazil, Mexico, South Africa, and Russia. This month we therefore 
reduce the size of our equity overweight in global portfolios by closing 
our overweight to emerging market equities. At 11.9x 12-month-forward 
P/E, valuations are more attractive than the developed market bench-
mark’s 15.5x P/E, offering a 23% discount, yet we remain cautious in the 
near term as the emerging market valuations are at a small premium to 
their own 10-year average. We expect decent earnings growth of 7–8% 
for 2019, however, which should provide support in the longer term es-
pecially if the US-China trade conflict is resolved credibly and the Chinese 
economy recovers.

Beware the political noise
South Africa remains vulnerable to the outcome of the national elections, 
expected in May (see Economy section). Other risks include potential new 
sanctions against Russia; slower economic growth and political instability in 
the Eurozone, affecting Central and Eastern Europe; and potential policy 
missteps ahead of the municipal elections in Turkey. In Brazil, we expect the 
social security reform to be approved, promising close to BRL 700bn in sav-
ings for the next 10 years. For Mexico, S&P lowered its rating outlook on the 
sovereign bonds to negative, concerned about the new government’s energy 
policy and a slowdown in GDP growth.

Prefer value over growth
Since January, value stocks have underperformed growth by close to 1%. 
We attribute this to a short-term technical rally in the tech and consumer 
sectors, helped by expectations of a US-China trade truce, lower interest 
rate expectations, and a rotation out of energy. Within emerging market 
equities, we maintain our style preference for major value sectors (financials, 
materials, energy) over their growth peers (tech, consumer) given the funda-
mental drivers, attractive valuations, better earnings growth, and higher oil 
and commodity prices. 

Country and sector positioning
Within our country strategy, we remain positive on China given better pol-
icy support, progress on trade talks, and more sources of financing. That 
said, we recommend locking in some profit on onshore equities as we think 
valuations are ahead of fundamentals. We remain negative on Malaysia giv-
en its negative earnings momentum. We remain cautiously neutral on Latin 
America and CEEMEA due to earnings and political risks, and we prefer a 
selective exposure.

Within Asia, we still like internet, financial, and consumer discretionary 
names coupled with some high-dividend-yield stocks. In Brazil, we favor 
high-quality domestic cyclical names (financials, consumer discretionary, in-
dustrials) that should benefit from a pickup in economic growth, and cheap 
domestic defensives that offer about 5% dividend yield. In Mexico, we prefer 
defensive names with non-Mexican exposure to protect against foreign-ex-
change volatility, slowing domestic growth, and higher political risk (con-
sumer staples, utilities, and materials). We also favor interest-rate-sensitive 
stocks with high dividend yields. 

Xingchen Yu 
Strategist

Emerging markets country preferences

Note: All positions are relative to MSCI EM.
Source: UBS, as of 22 March 2019.
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Jorge Mariscal 
Head of 
EM Investment Office

Equities
Earnings growth provides support in the longer term
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The 60-basis-point narrowing of emerging market bond spreads has been 
driven by a dovish global monetary policy outlook, progress in US-China 
trade talks, rising energy prices, Chinese stimulus measures, and benign 
technical factors. Although the spread rally has stalled in recent weeks, 
the ongoing decline in US rates boosted this year‘s returns to 5.5%. We 
are cautiously optimistic about the near term, but are also mindful of 
lingering global macro and political risks.

Valuations are less appealing; focus on bottom-up criteria
Emerging market sovereign and corporate bonds are trading at 355 and 320 
basis points, respectively, slightly below our six-month targets. We are not con-
cerned about the near-term fundamental outlook, but expect default rates 
on high yield corporate bonds to increase from 1% to 2–3% by year-end 
due to softer global growth and an export slowdown. Tighter global liquidity 
conditions could also increase default rates if major central banks turn more 
hawkish, but this is not our base case scenario.

We caution against getting pessimistic at this point. First, a default rate of 
2–3% is in line with the long-term average. Second, historical evidence sug-
gests that the pass-through at an asset class level takes around 18 months to 
unfold. Investors should have enough time to benefit from attractive oppor-
tunities based on a thorough bottom-up selection.

All eyes on China
Global growth dynamics will depend crucially on China. Recent Chinese eco-
nomic data, though distorted by calendar effects from the Lunar New Year, 
have softened and disappointed. And given the country‘s trade links to the 
rest of the world, weaker growth has spread more widely, especially to Eu-
rope, North Asia, and other emerging countries.

China‘s annual National People‘s Congress provided important insights into 
the policy stance investors should expect this year. Premier Li Keqiang em-
phasized that the government will not resort to the ”flood-like” stimulus 
measures of the past but instead pursue a measured and targeted approach 
to address the slowdown. Emerging countries could suffer if Chinese stim-
ulus measures don‘t spill over to them. But Li also confirmed the govern-
ment‘s commitment to achieving GDP growth of around 6–6.5%.

Investment implications
We expect more Chinese policy easing, which should ultimately stabilize 
growth in the months ahead. So the Chinese bond market remains inter-
esting, especially in sectors exposed to ongoing stimulus measures, such as 
financials and real estate. Outside China, investors should stay selective and 
favor issuers, such as Argentina, Oman, and Turkey, that trade at discounts 
to similarly rated peers, or those from countries and sectors that benefit from 
favorable growth prospects or reform measures. Examples include selected 
issuers in Brazil, South Africa, Egypt, Côte d‘Ivoire, Kenya, and Indonesia. 

We are keeping a slight risk-on stance in our emerging market credit alloca-
tion due to tentative signs of stabilizing global growth. But risks remain tilted 
to the downside given the uncertainties provoked by slower growth, the 
unresolved US-China trade dispute, a fragile political environment in Europe, 
and the policy outlook of major central banks.

USD bonds strategy
Spread rally takes a breather; we hold onto our selection

Michael Bolliger
Head of EM Asset 
Allocation

Table 1

Most and least preferred credit market 
segments 

Theme/Sector

Most Preferred China BBBs / high yield

African bond basket

Gulf credits 

Turkish sovereign and banks

Argentina 

Indonesia

Select commodity producers

Least Preferred Russia

India

Central and Eastern Europe

Other underweights (Israel, Macau, Malaysia, 
Singapore)

Source: UBS, as of March 2019.

Jérôme Audran,  
CFA, FRM, Analyst
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USD bonds bottom-up insights
EM debt at all-time highs but less risky

Although emerging market debt is at all-time highs, most of this debt is in 
local currency, which adds to the resilience of emerging economies.

Low interest rates following the global financial crisis have encouraged a 
sharp increase in borrowing from emerging markets. Government and pri-
vate sector debt levels are at all-time highs, reaching 51% and 157% of 
aggregate emerging market GDP in 2018, respectively. But a few key factors 
make emerging economies more resilient to external shocks and shifts in 
sentiment. 

First, the vast majority of their borrowing is in local currency: 85% for gov-
ernment debt and 93% for private sector debt. Second, external debt as a 
percentage of GDP remains moderate at 30%, below the peak of 39% in 
1998. Finally, many of the larger emerging economies have stronger external 
accounts, with improved current account balances and higher foreign-ex-
change reserves. For these reasons, we see long-term value in sovereign 
bonds in USD and hold a longer-term overweight these assets in our global 
portfolios. 

On the corporate side, Chinese borrowers played a significant role in the rise 
in emerging market debt post-crisis. Corporate debt in China has risen to 
158% of GDP, and default risks are rising. But the level of defaults should re-
main contained given our expectation for still-resilient GDP growth of 6.1% 
thanks to stimulus measures and low interest rates. Stripping out China, 
corporate debt in emerging markets has only modestly increased since the 
crisis, and has actually fallen over the last two years. 

Overall, we expect lower but resilient emerging market growth this year, 
broadly stable credit fundamentals, and below-average corporate default 
rates.

Investors have to assess risks carefully. One way we do this is through the 
Vulnerability Scorecard in our note ”Time to look at the details: A primer 
on emerging market debt.” Covering more than 70 emerging economies, 
the scorecard identifies potential fault lines, including countries with highly 
indebted corporates (China in particular), potentially unsustainable govern-
ment debt trajectories (Brazil, South Africa, India, among others), and expo-
sure to external funding risks (e.g., Argentina, Ukraine, Turkey, most frontier 
markets, and weak oil-dependent sovereigns). 

Beyond quantitative metrics, debt sustainability in emerging markets should 
be assessed qualitatively to take into account global factors such as the US 
dollar, US monetary policy, US Treasury yields, and protectionism, as well 
as domestic factors such as politics and prospects for reform. This year, a 
number of developing countries will hold elections, among them Thailand, 
Indonesia, India, South Africa, and Argentina. 

Diversification and selectivity remain important. We see value in China BBB 
rated bonds on the back of ongoing policy stimulus; a basket of African 
bonds on specific reform stories and expected cyclical recovery; Gulf credits 
due to ongoing reforms and rising oil prices; more volatile high yield markets 
like Turkey and Argentina where we think yields are attractive; select com-
modity producers; and Indonesian bonds.

EM debt levels at all-time highs

Source: UBS, JPMorgan, as of March 2019.
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Emerging market currencies seem to largely reflect the improved back-
drop for global monetary policy and have trended broadly sideways over 
the past weeks. Developments around global growth, yields, trade, and 
geopolitics can boost or weigh on the asset class. For the upside potential 
to be sustained, global dynamics would have to improve or economic 
data in emerging markets would need to rebound. We advise positions in 
single currencies and relative value trades.

Emerging market currencies trended sideways amid volatility over the past 
weeks. While improved global investor sentiment amid more dovish cen-
tral banks makes for a more favorable backdrop, we think country-specific 
drivers are increasingly important. The global growth outlook and monetary 
policy, trade disputes, commodity prices, and geopolitics will drive the asset 
class‘s performance.

An agreement over trade between the US and China or a resolution to the 
Brexit impasse could lead to another leg higher for emerging market curren-
cies. Within emerging markets, an uptick in economic activity or progress on 
structural reforms would help currencies rally further from still-undemanding 
long-term valuations. But signs for a pick-up so far are sporadic and mixed 
with still-weak data. In this regard, Chinese stimulus efforts and their impact 
on other economies and commodity prices will be important to monitor.

While the Federal Reserve has cemented its dovish stance, other risks linger, 
with the US and China haggling over more than just trade balances, and 
with Eurozone economic data still surprising to the downside. Should the 
Eurozone continue to disappoint, Central and Eastern European currencies 
like the Polish zloty and Czech koruna would likely suffer, as they are closely 
intertwined to the wider European economy and because Polish and Czech 
monetary policymakers take their cue from the European Central Bank. A 
weak European economy would also not serve other emerging market cur-
rencies well, since the Eurozone is an important export market for countries 
such as China and Turkey. Apart from global dynamics, individual emerging 
markets also face local political risks.

Against this backdrop, we advise focusing on single currencies‘ specifics in-
stead of considering broad asset class exposure. We recently opened a new 
recommendation to buy the Brazilian real against the Mexican peso. We 
think political dynamics point to a divergence in the performance of these 
Latin American currencies. Brazil remains focused on President Jair Bolsona-
ro‘s plan to reform the social security system, aiming for ambitious savings 
with his initial version. By contrast, we expect more market-unfriendly policy 
proposals from Mexican President Andrés Manuel López Obrador and his 
party. We also expect economic momentum to favor the real later in the year. 
Meanwhile, we took profit on our recommendation to buy the Russian ruble 
against the US dollar after the ruble‘s strong recent performance.

Currencies
Single currency picks still the way to go 

Tilmann Kolb, CFA
Analyst

Jonas David, CFA
Analyst

Rally in January, setbacks in February

Source: Bloomberg, UBS, as of 21 March 2019.
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Investing in emerging markets

This report has been prepared by UBS AG, UBS Financial Services Inc. (UBS FS), and UBS Switzerland AG. 
Please see important disclaimers and disclosures that begin on page 19.

On a balancing act

Equities:
Earnings growth 
provides support 
in the longer term

Credit:
Spread rally takes 
a breather; we 
hold onto our 
selection

Currencies:
Single currency 
picks still the way 
to go

Focus:
Mexico: Taking 
stock of AMLO‘s 
first 100 days

Economy: 
Turkey and South 
Africa: Economies 
and politics 
revisited

A monthly guide to investing in emerging market financial assets
April 2019

27 March 2019 – 4:00 pm GMT
Chief Investment Office GWM
Investment Research

Regional investment themes
Long term investments (LTIs)
Thematic investments with a 5yr+ investment horizon

White Papers
Thinking strategically
about Emerging Markets

Africa
Cradle of Diversity 

Russia
Back at Global Center Stage

Latin America
Beyond peak trade

Middle East 
Prosperity beyond oil

10 October 2018
Chief Investment Office GWM
Investment Research

Economic, social and financial market changes  
over the last 20 years and investment implications

Thinking strategically 
about Emerging Markets

A previous version of this report displayed an incorrect version of the table in Figure 42.

Emerging Markets 
publications
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Monthly flagship
Investing in emerging markets
Including investment views across asset 
classes and regions

Asset class publications
Equities
• EM Equity Monthly describing county preferences

Currencies
• EM FX Monthly including currency preferences
• FX one-pagers (BRL, MXN, RUB, ZAR, TRY, CEE3, APAC)



Appendix

Non-Traditional Assets

Non-traditional asset classes are alternative investments that include hedge funds, private equity, real estate, and 
managed futures (collectively, alternative investments). Interests of alternative investment funds are sold only to qualified 
investors, and only by means of offering documents that include information about the risks, performance and expenses of alter-
native investment funds, and which clients are urged to read carefully before subscribing and retain. An investment in an alterna-
tive investment fund is speculative and involves significant risks. Specifically, these investments (1) are not mutual funds and are 
not subject to the same regulatory requirements as mutual funds; (2) may have performance that is volatile, and investors may 
lose all or a substantial amount of their investment; (3) may engage in leverage and other speculative investment practices that 
may increase the risk of investment loss; (4) are long-term, illiquid investments, there is generally no secondary market for the 
interests of a fund, and none is expected to develop; (5) interests of alternative investment funds typically will be illiquid and sub-
ject to restrictions on transfer; (6) may not be required to provide periodic pricing or valuation information to investors; (7) gener-
ally involve complex tax strategies and there may be delays in distributing tax information to investors; (8) are subject to high fees, 
including management fees and other fees and expenses, all of which will reduce profits.

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, any bank or other insured 
depository institution, and are not federally insured by the Federal Deposit Insurance Corporation, the Federal Reserve Board, or any 
other governmental agency. Prospective investors should understand these risks and have the financial ability and willingness to accept 
them for an extended period of time before making an investment in an alternative investment fund and should consider an alternative 
investment fund as a supplement to an overall investment program.

In addition to the risks that apply to alternative investments generally, the following are additional risks related to an investment in these 
strategies:

• Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may include risks associated with 
investing in short sales, options, small-cap stocks, “junk bonds,” derivatives, distressed securities, non-U.S. securities and illiquid 
investments.

• Managed Futures: There are risks specifically associated with investing in managed futures programs. For example, not all managers 
focus on all strategies at all times, and managed futures strategies may have material directional elements.

• Real Estate: There are risks specifically associated with investing in real estate products and real estate investment trusts. They involve 
risks associated with debt, adverse changes in general economic or local market conditions, changes in governmental, tax, real 
estate and zoning laws or regulations, risks associated with capital calls and, for some real estate products, the risks associated with 
the ability to qualify for favorable treatment under the federal tax laws.

• Private Equity: There are risks specifically associated with investing in private equity. Capital calls can be made on short notice, and 
the failure to meet capital calls can result in significant adverse consequences including, but not limited to, a total loss of investment.

• Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United States should be aware that even for 
securities denominated in U.S. dollars, changes in the exchange rate between the U.S. dollar and the issuer’s “home” currency can 
have unexpected effects on the market value and liquidity of those securities. Those securities may also be affected by other risks 
(such as political, economic or regulatory changes) that may not be readily known to a U.S. investor. 
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Appendix
UBS Chief Investment Office’s (“CIO”) investment views are prepared and published by the Global Wealth Management business of UBS Switzerland 
AG (regulated by FINMA in Switzerland) or its affiliates (“UBS”). 

The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research. 
Generic investment research – Risk information: 

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other spe-
cific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular investment objectives, 
investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions. Different assumptions could result in 
materially different results. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or 
may not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources believed to be reliable 
and in good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to 
UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current as of the date of this report, and are subject 
to change without notice. Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result 
of using different assumptions and/or criteria. In no circumstances may this document or any of the information (including any forecast, value, index or 
other calculated amount (“Values”)) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or 
payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, 
without limitation, for the purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing 
performance fees. By receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this docu-
ment or otherwise rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to 
hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capacity 
of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the investment instrument itself or to/
for any company commercially or financially affiliated to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) 
made by UBS and its employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not be 
readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which you are exposed 
may be difficult to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other 
areas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial risk of loss, and losses in 
excess of an initial investment may occur. Past performance of an investment is no guarantee for its future performance. Additional information will be 
made available upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you 
invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. 
The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies for the 
purpose of gathering, synthesizing and interpreting market information. Tax treatment depends on the individual circumstances and may be subject to 
change in the future. UBS does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns 
thereon both in general or with reference to specific client’s circumstances and needs. We are of necessity unable to take into account the particular 
investment objectives, financial situation and needs of our individual clients and we would recommend that you take financial and/or tax advice as to 
the implications (including tax) of investing in any of the products mentioned herein. 

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly prohibits the 
distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or lawsuits from any third 
parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as may be permitted by applicable 
law. For information on the ways in which CIO manages conflicts and maintains independence of its investment views and publication offering, and 
research and rating methodologies, please visit www.ubs.com/research. 

Additional information on the relevant authors of this publication and other CIO publication(s) referenced in this report; and copies of any past reports 
on this topic; are available upon request from your client advisor. 

Important Information about Sustainable Investing Strategies: Incorporating environmental, social and governance (ESG) factors or Sustainable 
Investing considerations may inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent 
with its investment objective and other principal investment strategies. The returns on a portfolio consisting primarily of ESG or sustainable investments 
may be lower than a portfolio where such factors are not considered by the portfolio manager. Because sustainability criteria can exclude some invest-
ments, investors may not be able to take advantage of the same opportunities or market trends as investors that do not use such criteria. Companies 
may not necessarily meet high performance standards on all aspects of ESG or sustainable investing issues; there is also no guarantee that any company 
will meet expectations in connection with corporate responsibility, sustainability, and/or impact performance. 

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS Bank, 
S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management 
Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services 
Inc. UBS Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. 
All transactions by a US person in the securities mentioned in this report should be effected through a US-registered broker dealer affiliated with UBS, 
and not through a non-US affiliate. The contents of this report have not been and will not be approved by any securities or investment authority in the 
United States or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning 
of Section 15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be, and 
do not constitute, advice within the meaning of the Municipal Advisor Rule.

External Asset Managers / External Financial Consultants:  In case this research or publication is provided to an External Asset Manager or an 
External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and is 
made available to their clients and/or third parties.

Version 01/2019. CIO82652744

© UBS 2019. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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