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Flash update 
G20 Common Framework and Value vs. US High Yield  
16 November 2020 
 
 
For Professional Investors in Switzerland or Professional Investors as defined by the relevant laws 
 
 

Key takeaways 
 The G20 Debt “Common Framework” was released on Friday last week 
 It includes no suggestion of forced involvement from the private sector (i.e. bond holders) 
 The yield differential between Frontier Markets and US High Yield is at an extremely wide level 
 With this existential threat for frontier markets now behind us (again) we would expect this gap to narrow 
 

 

In April this year, the G20 launched the Debt Service Suspension Initiative (DSSI) which was conceived by the World Bank and the 
IMF. This initiative offered liquidity relief to the poorest countries in the world, in order to help them mitigate the impact of the 
COVID-19 pandemic. Initially, this offered a moratorium on payments until the end of 2020. At the time, the G20 (and other 
policymakers and multilaterals) “called on” private creditors to participate. This, naturally, caused some market jitters and 
underperformance of frontier markets debt at the time. As it became clearer (and as we have been vocal in prior flash notes on the 
subject) that the practicalities would be very complicated, and the implications perhaps undesirable (ratings downgrades, losing 
access to funding from international capital markets, etc.), the idea slowly faded. 

Coming into the IMF meetings in October, calls for an extension of DSSI started to emerge. On October 14th, Paris Club members 
and the G20 agreed to extend the DSSI by 6 months. At the same time, the Paris Club creditors agreed on a “Common Framework 
for Debt Treatments beyond the DSSI”. This was also agreed by the G20 in principle, with the explicit notice that this would be 
further discussed at the G20 Leaders’ Summit. Following these statements, the discussions of private sector involvement began to 
resurface. We, and the market generally, remained sceptical of any such involvement, but nevertheless the risk remained.  

On Friday, November 13th, the G20 finalised a common debt framework proposal. This proposal extends a Paris Club style, 
country-by-country, approach to debt re-profiling of poor countries’ debt, to the other lenders from the G20 (most notably China). 
Any countries’ attempt to fully reprofile debt will, of course, involve the private sector. Not really a material change, but perhaps a 
small shift in that the Chinese state appears to be more on board (and prepared to apply a transparent, standardised, approach). 
However, and more importantly for the UBAM – Emerging Markets Frontier Bond fund, the announcement and details of the 
framework brought no news of any intended forced private sector involvement. So, while always remote in our view, clearly this 
takes one risk off the table – at least for the time being. 
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Frontier vs. US High Yield 

We have written much about the comparison with US High Yield in prior publications. The two asset classes have the same 
average ratings, and reasonably high correlations. Over the last 15 years, frontier markets have yielded 0.32% more than US High 
Yield on average, with slightly higher volatility. With higher yields and more volatility, it would be natural to assume this meant 
slightly more defaults. But the opposite has been true. Over the history, roughly 2% of the frontier markets universe (using JP 
Morgan NexGEM Index) has defaulted each year – compared with 4.4% of the US High Yield markets. And average weighted 
haircuts on defaulting frontier bonds have been 0.37%, while they have been 0.59% for US High Yield. The combination means 
substantially higher realised losses for US High Yield, and an annualised outperformance of frontier markets of nearly 2% over a 
period of nearly 20 years (cumulative outperformance of 165%)! Therefore, we have recommended global investors should move 
some of their US High Yield allocation (where most investors have sizeable exposure) to Frontier Markets (where most investors 
have little to no exposure). We believe this should be a structural position. 

In 2020, Frontier markets are in-line with their historical averages in terms of defaults, and recovery rates, where both Argentina 
and Ecuador were roughly in line. More concerningly for US High Yield, already 6% of the universe has defaulted, and recovery 
rates on those have been well below (less than half) their historical average at just 17%. Despite this, the spread between Frontier 
Markets and US High Yield has widened significantly. Last week, the Bloomberg Barclays US Corporate High Yield index reached 
the lowest level of yield in its history, at 4.56%. The JP Morgan Frontier Index, the NexGEM, still yields just over 7.5%, which is 
more than 175bps above its historical low (5.75%) reached in 2013. This means that Frontier Markets currently yield 2.53% 
more than US High Yield. This is very near the widest level over the past 15 years, 2.67%, which was reached back in February 
2014.  

   

 
  Frontier Markets US High Yield 
Latest Yield 7.52% 4.99% 
Average Yield 
(2006-present) 8.06% 7.75% 
Difference -0.54% -2.76% 
      
Average Differential (2006-present) 0.32% 
Current Differential 2.53% 
Maximum Differential (2006-present) 2.67% 
Minimum Differential (2006-present) -3.08% 

 
*Sources: UBP, JP Morgan, Bloomberg Finance L.P. – as at 13.11.20. Past performance is not an indicator of current or future results  
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We believe a number of factors contribute to this (the Fed buying of US High Yield being one) but from the frontier side, at the 
macro level, the main risk has been the G20 DSSI mentioned above. With this now behind us, we believe this spread should 
tighten, and view todays levels as a very attractive entry point for entering this structural trade, buying Frontier Markets vs US High 
Yield. 

 

Zambia Default Confirmed 

Finally, we should note that Zambia officially entered default at the end of last week, as the grace period of the coupons due on 
their 2024 bonds expired. This had been flagged, and was widely expected by the markets. Bonds already traded around $45, and 
the reaction over the last two days has been muted (at the index level, bonds were down less than 1% Monday). We believe 
negotiations could be complicated (and protracted) but ultimately view the risks as skewed to the upside from current price levels – 
as a result the fund holds roughly 1.5% in Zambian Eurobonds. 
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Disclaimer 
This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and intended only for the use of the 
person(s) to whom it was delivered. It may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made accessible to any other person 
without the prior written approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the opinion of UBP as of the date 
of issue. This document is for distribution only to persons who are Professional Investors in Switzerland or Professional Clients or an equivalent category of investors 
as defined by the relevant laws (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be 
acted on or relied on by persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such 
distribution, publication, or use would be unlawful, nor is it directed at any person at whom or entity at which it would be unlawful to direct such a document. In particular, 
this document may not be distributed in the United States of America and/or to US persons (including US citizens residing outside the United States of America). This 
document has not been produced by UBP’s financial analysts and is not to be considered financial research. It is not subject to any guidelines on financial research 
and independence of financial analysis. Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained 
from reliable sources. However, UBP has not verified the information from third sources in this document and does not guarantee its accuracy or completeness. UBP 
makes no representations, provides no warranty, and gives no undertaking, express or implied, regarding any of the information, projections or opinions contained 
herein, nor does it accept any liability whatsoever for any errors, omissions or misstatements. The information contained herein is subject to change without prior notice. 
UBP gives no undertaking to update this document or to correct any inaccuracies in it which may become apparent. This document may refer to the past performance 
of investment interests. Past performance is not a guide to current or future results. The value of investment interests can fall as well as rise. Any capital invested may 
be at risk and investors may not get back some or all of their original capital. Any performance data included in this document does not take into account fees, 
commissions, and expenses charged on issuance and redemption of securities, nor any taxes that may be levied. Changes in exchange rates may cause increases or 
decreases in investors’ returns. All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements 
do not guarantee future performances. The financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples 
based on a series of current expectations and assumptions which may not eventuate. The actual performance, results, financial condition and prospects of an investment 
interest may differ materially from those expressed or implied by the forward-looking statements in this document as the projected or targeted returns are inherently 
subject to significant economic, market and other uncertainties that may adversely affect performance. UBP also disclaims any obligation to update forward-looking 
statements, as a result of new information, future events or otherwise. None of the contents of this document should be construed as advice or any form of 
recommendation to purchase or sell any securities or funds. This document does not replace a prospectus or any other legal documents, which can be obtained free 
of charge from the registered office of the fund they relate to, or from UBP. The opinions herein do not take into account individual investors’ circumstances, objectives, 
or needs. Each investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should independently 
determine the merits or suitability of any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual 
investor’s circumstances and may be subject to change in the future. Investors are invited to carefully read the risk warnings and the regulations set out in the prospectus 
or other legal documents and to seek professional financial, legal and tax advice. This document should not be deemed an offer nor a solicitation to buy, subscribe to, 
or sell any currency, funds, products, or financial instruments, to make any investment, or to participate in any particular trading strategy in any jurisdiction where such 
an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or solicitation. Telephone calls to the telephone 
number stated in this document may be recorded. UBP will assume that by calling this number you consent to such recording. UBP is authorised and regulated in 
Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. UBP is subject to 
regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Any subscriptions not based on the funds’ latest 
prospectuses, KIIDs, annual or semi-annual reports or other relevant legal document shall not be acceptable. The latest prospectus, articles of association, KIID and 
annual and semi-annual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of charge from Union Bancaire Privée, UBP SA, 
96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1  (“UBP”). The Funds’ Legal Documents may also be obtained free of charge from UBP Asset Management 
(Europe) S.A., 287–289 route d’Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg, and from Union Bancaire Gestion Institutionnelle (France) SAS, 116 avenue 
des Champs-Elysées, 75008 Paris, France. The Swiss representative and paying agent of the foreign funds mentioned herein is UBP. The Funds’ Legal Documents 
may be obtained free of charge from UBP, as indicated above.  
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