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Emerging markets debt is an under-researched and under-owned asset class, creating the potential for returns 
and diversification. In this discussion with Institutional Investor’s Mike Corcoran, William Blair’s Jared Lou 
provides his take.

Watch the video or read the recap below.

Mike: Hi, everybody. I’m Mike Corcoran with Institutional Investor. I’m joined today by Jared Lou. Jared is a 
portfolio manager with William Blair’s emerging market debt team. 

Jared, lots of opportunity in emerging market debt right now. I’m wondering if you could sort of just paint large for 
us why should investors be thinking about emerging market debt as an asset class. 

Jared: Yeah, we like emerging market debt right now because we think it’s under-owned, under-researched, and 
misunderstood. 

Historically, emerging market debt sovereigns have defaulted about 1%, frontier markets about 1.5%, and median 
recovery values have been north of 50 cents on the dollar. Therefore, we think that you’re more than compensated 
to own emerging markets debt. 

Part of the reason this is the case is that emerging markets debt sovereigns benefit from a lender of last resort in 
the form of multilaterals and the International Monetary Fund (IMF). 
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This is unlike any other asset class that’s out there. Not only is there a lender of last resort that could help you with 
financial assistance when you’re in your darkest hour, but they can also help you with technical assistance to make 
you a better, stronger, more robust economy in the future.

I once had an old head of fixed income who told me—many, many years ago—he said, “I would never invest in a 
place where I couldn’t bring my children on vacation.” I was a bit taken aback when he said this. I didn’t know 
what to say. But upon reflecting upon this, many years later, I’m very thankful to having heard this because it 
made me realize that there are so many people that think like that. 

It provides lots of opportunities for experienced fundamental investors like us to actually look at the real 
investment risks and returns and not be clouded by these emotions, judgments, etc. about what living in a frontier 
economy may be like. 

Mike: So, Jared, there are some interesting opportunities in the sort of sub-asset classes of emerging markets 
debt—like frontier opportunities and some others. I wonder if you could talk about those a little bit. 

Jared: Yeah. One of the most interesting parts of the sub-asset classes of emerging markets debt is many of them 
have shown similar or greater returns than global equities over the last 15 years or so with a fraction of the 
volatility. Frontier markets, in particular, have one of the higher Sharpe ratios out there.

Mike: Great. So let’s talk a little bit about your approach at William Blair. What do you think sets you apart? What 
are some of the key differentiators for you when you’re looking at and working with investors regarding emerging 
markets debt? 

Jared: Our bias is to be overweight more of the high-yield part of the universe. What differentiates us from most of 
our competitors is we do this in a much more diversified fashion. Diversification is key to our strategy. You are 
more than compensated to own this part of the universe given the historically low default rates and high recovery 
rates. 

We also incorporate a corporate overlay into our strategy. Our strategy can own up to 15% emerging markets debt 
corporates. What differentiates us here from the competition is the systematic and repeatable way in which we 
invest in emerging markets debt corporates using our spread over-the-sovereign framework, which is more 
disciplined than many of our peers and helps protect us from excess credit losses.

Jared Lou, CFA, is a hard currency portfolio manager on William Blair’s emerging markets debt (EMD) team.
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Disclosure:

This content is for informational and educational purposes only and not intended as investment advice or a 
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after 
careful consideration of an investor’s objectives, guidelines, and restrictions.

Information and opinions expressed are those of the authors and may not reflect the opinions of other investment 
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from 
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed. 
Information is current as of the date appearing in this material only and subject to change without notice. 
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This 
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of 
factors, actual events may differ significantly from those presented.

Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both 
real and perceived general market, economic, and industry conditions. The securities of smaller companies may 
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or 
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks. 
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor 
depending on market conditions. Individual securities may not perform as expected or a strategy used by the 
Adviser may fail to produce its intended result.

Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation 
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk 
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to 
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or 
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate, 
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency 
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly 
over short periods of time. Diversification does not ensure against loss.

There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein 
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and 
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance 
is not indicative of future returns.

Copyright © 2020 William Blair & Company, L.L.C. "William Blair” is a registered trademark of William Blair & 
Company, L.L.C. No part of this material may be reproduced in any form, or referred to in any other publication, 
without express written consent.
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