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The powerful combination  
of high yields and very  
low defaults

As 2024 progresses, the choppy macroeconomic backdrop continues to create uncertainty  
in global markets. However, we see a strong fundamental case for emerging market (EM) 
credit to deliver solid total returns over the medium term. The composition of those 
returns, be it carry or duration, is up for debate, but the attractive carry, with yields at 
8-9%, and improving fundamental outlook in the sovereign and corporate sectors put us  
in a much better place than we were a few years ago. 

Typically, with carry at such elevated levels, concern over default risk abounds. 
Consequently, investors demand higher yields to compensate for higher potential risk. 
However, EM sovereigns are, in fact, likely to have a 0% default rate this year and we 
believe corporate default rates to decline materially, closer to historical averages by  
the end of the year. Indeed, it is global inflationary pressures that have driven much of  
the push for higher yields. Yet, emerging market central banks have been ahead of the 
curve in terms of monetary policy and we currently see the indications of the disinflation 
trend coming through.

In terms of geopolitics, the Russia-Ukraine situation is ongoing, as is the conflict in  
the Middle East. Plus, the future of China’s relationship with its neighbours and the  
US remains a concern for investors. Moreover, with over half of the world’s population 
going to the polls this year, the impact on the outlook of EM economies creates another 
source of uncertainty, with the outcome of the US election being of particular interest. 

	§ The macro-outlook remains uncertain.

	§ EM credit fundamentals remain strong.

	§ In Emerging Markets, a disinflation trend is coming through.
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“�We see a strong 
fundamental case 
for emerging 
market (EM)  
credit to deliver 
solid total  
returns over the 
medium term.”

In Emerging Market Debt investing, volatility can offer opportunities 
to generate compelling returns. Anthony Kettle looks at the macro 
environment and discusses where the opportunities lay.
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In terms of specific investment opportunities, we follow the 
reform stories very closely across the EM universe. As an 
example, Argentina has a new president, Javier Milei, who is 
intent on making bold changes. There are concerns, of course, 
because the population may push back against these reforms 
and Argentina has a history of repeated defaults. However, in 
the recent election the people voted for this path and President 
Milei’s popularity appears to be holding up, which is crucial for 
his ability to enact his reform plan. Therefore, our preferred 
approach has been to buy long-dated bonds, which should 
benefit investors significantly if the reform story plays out,  
and implement hedges, by buying short-dated credit default 
swaps (CDS), should the reform agenda become derailed. 

Given there are over 80 countries in the EM universe, the 
volatility created by these elections can create opportunities 
to take advantage of market over reaction in certain areas, 
resulting in mispricing of assets. We believe that some 
economies, such as India and the GCC are generally more 
insulated from the US election, while some countries  
in such Mexico and China will likely be more impacted.
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“�In terms of specific investment 
opportunities, we follow the reform 
stories very closely across the  
EM universe.” 



This document was prepared by RBC Global Asset Management (UK) Limited (RBC GAM UK), authorised and regulated by the UK Financial 
Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC) and a member of the National Futures Association 
(NFA) as authorised by the US Commodity Futures Trading Commission (CFTC).

In the United States, this document may also be provided by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), a SEC registered 
investment adviser. The entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and 
memberships noted should not be interpreted as an endorsement or approval of RBC BlueBay by the respective licensing or registering 
authorities.

With respect to the investment performance presented, past performance is not indicative of future performance. Actual account performance 
may or will vary from the performance shown because of differences in market conditions; client-imposed investment restrictions; the time 
of client investments and withdrawals; tax considerations; economies of scale; portfolio turnover; the number, type, availability, and diversity 
of securities that can be purchased at a given time; differences in the underlying currency of the assets in the account, and other factors. 
Client assets managed using these strategies in separate accounts or different vehicles may be subject to restrictions, fees or expenses 
that are materially different than those found in the non-US funds.

This document is confidential and, without RBC BlueBay’s consent, may not be (i) copied, photocopied or duplicated in any form by any means 
or (ii) distributed to any person that is not an employee, officer, director or authorized agent of the recipient.

Information herein is believed to be reliable but RBC BlueBay does not warrant its completeness or accuracy. This document contains 
information collected from independent third-party sources. For purposes of providing these materials to you, neither RBC BlueBay nor any 
of its affiliates, subsidiaries, directors, officers, or employees, has independently verified the accuracy or completeness of the third-party 
information contained herein.

The information contained herein does not constitute investment, tax, accounting or legal advice. Recipients are strongly advised to make an 
independent review with their own advisors and reach their own conclusions regarding the investment merits and risks, legal, credit, tax and 
accounting aspects of all transactions. Any risk management processes discussed refer to efforts to monitor and manage risk but should not 
be confused with and do not imply no or low risk. No chart, graph, or other figure provided should be used to determine which strategies to 
implement or which securities to buy or sell.

Copyright 2024 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is the asset management division of Royal Bank of Canada which 
includes RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset Management Inc., RBC Global Asset Management (UK) 
Limited, RBC Global Asset Management (Asia) Limited and RBC Indigo Asset Management Inc., which are separate, but affiliated corporate 
entities. ® / Registered trademark(s) of Royal Bank of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. RBC Global 
Asset Management (UK) Limited, registered office 100 Bishopsgate, London EC2N 4AA, registered in England and Wales number 03647343. 
All rights reserved.

For Institutional Use Only - Not For Public Distribution.

Portfolio Manager Perspectives
Our experts offer their perspectives on the latest developments in global credit and the state of the markets.¡ LEARN MORE

RBC Global Asset Management (U.S.) Inc.
800.553.2143 | rbcgam.com

The powerful combination of high yields and very low defaults

https://institutional.rbcgam.com/en/us/insights/archive?type=archive&team=f5eee4af-9ad9-4d90-a4d2-876f02fc41c0

