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Beta-Bucket Update: Positive Outlook
August 25, 2021
To achieve an efficient deployment of our risk budget, we divide the investable emerging markets (EM) debt
universe into three risk buckets—high-beta countries, medium-beta countries, and low-beta countries. And as of
the end of the second quarter, this segmentation had us overweight Egypt, Ukraine, and Argentina (in the highbeta bucket); Bahrain, Brazil, and Guatemala (in the middle-beta bucket); and Romania, Serbia, and India (in the
low-beta bucket).
Conditions Improving
With improving global growth and favorable liquidity conditions likely to support investor sentiment throughout
the third quarter of the year, our outlook for EM debt is positive. And many EM debt valuations remain attractive,
especially in the high-yield space, where credit spreads remain above long-term averages.
With this as a backdrop, we are overweight the high-beta and medium-beta universes because we expect returns
to be driven by further compression in high-yield spreads, where the risk premia continue to overstate credit risks.
We remain underweight low-beta countries, where valuations are broadly unappealing and sensitivity to rising
U.S. Treasury yields is higher.
We continue to see opportunities in selected distressed debt:
where existing bond prices do not reflect realistic assumptions for recovery values;
in countries that have easier access to financing, especially those with strong relationships with multilateral
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and bilateral lenders;
in countries that have strong potential to recover as we exit the crisis, particularly commodity-dependent
economies; and
in corporate credit, where we see ample opportunities.
Overall, we have a strong preference for less interest-rate-sensitive credits because we are cautious about the
direction of U.S. Treasury yields.
That leads our current beta-bucket model to look as shown in the table below.
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High-Beta Bucket
Across the high-beta bucket, our largest overweight positions are in Egypt, Ukraine, and Argentina, and the largest
underweight positions are in Nigeria, El Salvador, and Mozambique. Our thinking is as follows:
Egypt (overweight): Valuations remain attractive relative to historical spreads. We are also constructive on the
prospect of further compression in Egyptian credit spreads, driven by fundamental improvement. The U.S.-dollardenominated sovereign curve is one of the steepest in the investable universe given front-end support from local
Eurobond buyers.
Ukraine (overweight): Although Ukraine’s relationship with the International Monetary Fund (IMF) has become
more complicated in recent months, we do not believe it is sufficient to derail the program as significant progress
has been made in recent weeks.
Argentina (overweight): We believe the provinces have a less complicated path to remaining current on their debt
over the medium term compared with that of the sovereign.
Nigeria (underweight): Fundamentals remain weak despite the recovery in oil prices. The poor performance in
revenue mobilization and slow pace of reform, particularly in the foreign exchange (FX) market, are key constraints
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to Nigeria’s creditworthiness. Rising oil prices certainly offer support to external and government revenue
collections. However, oil production fell to historical lows, limiting the ability for Nigeria to capitalize on this
development.
El Salvador (underweight): Following the sacking of the Supreme Court in May, we believe El Salvador has a more
complicated path to an IMF program, and President Bukele has mismanaged economic policy. Given the high
dollar prices of the bonds, we believe risks are currently too asymmetrical to be overweight.
Mozambique (underweight): The fundamental outlook is clouded by substantial political uncertainty. The
escalation of violence in the region, where substantial hydrocarbon developments are ongoing, is likely to weigh
on foreign direct investment and delay the potential export and fiscal revenues from these projects.
Middle-Beta Bucket
In the middle-beta bucket, our largest overweight positions are in Bahrain, Brazil, and Guatemala, and our largest
underweight positions are in Kazakhstan, South Africa, and Azerbaijan. Our thinking is as follows:
Bahrain (overweight): Although debt levels are uncomfortably high and growing, and the fiscal plan remains
unclear, we believe that current valuations adequately compensate investors for the risks given the strength of
regional support.
Brazil (overweight): While we are neutral on sovereign bonds because of mediocre valuations, we are particularly
constructive on fundamental risks in corporate credit.
Guatemala (overweight): Guatemalan fundamentals remain relatively strong for the region.
Kazakhstan (underweight): Valuations are unattractive and fundamentals are deteriorating as large twin deficits,
rising unemployment, and higher inflation pose significant challenges to the country.
Azerbaijan (underweight): We believe relative valuations are stretched, the fiscal deficit is likely to stay elevated
on reconstruction spending, and rising levels of COVID-19 cases are once again impacting the economic recovery.
South Africa (underweight): While some signs of political gain, economic reform, and improved external sector
performance started to emerge in the second quarter of 2021, large structural issues and a troubling fiscal outlook
continue to underpin our negative fundamental view on the country.
Low-Beta Bucket
Across the low-beta universe, our largest overweight positions are in Romania, Serbia, and India, and our largest
underweight positions are in Uruguay, Peru, and Malaysia. Our thinking is as follows:
Romania and Serbia (overweight): We find valuations attractive in U.S.-dollar-hedged, euro-denominated
instruments relative to U.S.-dollar-denominated benchmark bonds.
India (overweight): Despite the significant impact of the COVID-19 delta variant in the second quarter of 2021,
cases have already peaked and economic recovery is back on track, albeit slowly. In particular, we believe
corporate credits could continue to benefit from the positive commodity backdrop, local reform stories, and
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infrastructure boom as economic growth regains strength.
Uruguay (underweight): The country has one of the best COVID-19 crisis-management programs in the region and,
unlike its neighbors, has limited the impact of the pandemic on its economy. The better macroeconomic
background in Uruguay has led to a significant outperformance of its debt, resulting in rich valuations relative to
peers.
Peru (underweight): Peru is one of the South American countries worst hit by COVID-19. Before the pandemic, it
had one of the strongest sovereign balance sheets in the region because of a history of strong growth and fiscal
discipline. But fiscal deficits are likely to jump to double digits as a percentage of GDP this year. We currently
dislike valuations, especially given fundamental and political risks.
Malaysia (underweight): Valuations are unappealing in long-duration sovereign and quasi-sovereign bonds. The
rebound of global growth and strong performance of commodity markets should bode well for an economic
recovery, but we believe that the upside has already been fully priced in.
We will continue to update our thinking around our beta-bucket insights and post updates quarterly.
Marcelo Assalin, CFA, is a portfolio manager on and head of William Blair’s Emerging Markets Debt 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.

