
 

 

UBp frontier debt  
2020 review and 2021 outlook 
 
For Professional Investors in Switzerland or Professional Investors as defined by the relevant laws 

 

• 2020 confirmed the volatility of Frontier Debt, but also its resilience and mean reverting nature 

• Belief in the longer-term merits of the asset class gave UBP the confidence to launch our fund,  

UBAM – Emerging Markets Frontier Bond, in the midst of the COVID-19 crisis 

• Despite the strong performance, we remain constructive due to the positive technical backdrop and 

valuations that are extremely attractive relative to other assets, which is not justified by fundamentals  

A well-timed launch 

Frontier debt started 2020 positively, after a strong 2019. However, after returning ~3% by mid-February, we saw a 28% peak-

to-trough sell-off as COVID-19 spread across the globe and wreaked havoc on financial markets.  

At the UBP Institutional Investor Summit in the spring of 2019, I hosted a session discussing why EM Debt outperforms through 

the cycle. The three main conclusions were as follows:  

◆ We should be aggressively buying dips in sovereign EM Debt, in large part because  

◆ Fears of defaults is overstated, but 

◆ Active management, however, is crucial.  
 

Each of these points is even more relevant for high yielding sovereigns, and frontier markets. Nearly a year later, in the spring 

of 2020, we literally put our money where our mouth is/was and used this significant selloff as an opportunity to launch 

the UBAM – Emerging Markets Frontier Bond Fund, on March 31st, in a period of serious market stress and volatility. While 

bid-offer spreads were relatively wide, and thus transaction costs associated with launch were higher than normal, we were 

able to get the fund fully invested within days. This is a testament to the liquidity of the asset class which has improved 

substantially in recent years. 

 

As we launched the fund, we weren’t trying to call the bottom of the market. Instead, we took comfort in the above-mentioned 

points, ultimately believing the market was pricing an outcome far worse than what we were likely to see in terms of defaults 

and recovery rates.  

 

The peak-to-trough selloff was the second largest on record, 

in the near 20 years history of the asset class (second only 

to the Global Financial Crisis (GFC), and more than double 

the 3rd largest sell-off more than 15 years ago). The duration 

of the drawdown of roughly one month was also very similar 

to other large selloffs. In the case of the GFC, the 46% sell-

off was followed by a +75% return the following 12 

months. As it turns out, with the benefit of hindsight, we did 

launch nearly at the bottom of the market – fortune favours 

the bold! 

EM Frontier Bonds - Max Drawdowns  
(Since Inception end 2001) 

Drawdown 
Beginning 
Date End Date 

Time to 
Recover (in 
days) 

-46.09% 28/05/2008 17/12/2008 298 

-27.99% 20/02/2020 19/03/2020 ≥ 197 

-13.59% 01/04/2004 10/05/2004 87 

-9.68% 22/05/2013 24/06/2013 81 

Sources: UBP, JP Morgan, Bloomberg Finance L.P, as of 31/12/2020 

https://www.ubp.com/en/funds/lu2051724248?keyword=frontier
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Followed by nervousness, and then a sustained rally 

After launching the UBAM – Emerging Markets Frontier Bond Fund near the bottom, frontier markets immediately rallied – for 

a couple of weeks. This quickly gave way to more weakness, as the market spent the second half of April concerned with the 

G20 Debt Service Suspension Initiative (DSSI). As we wrote at the time, and again a couple of months later when it 

resurfaced, contrary to the growing consensus amongst non-dedicated EM investors and policy makers, our view was the 

uptake of the DSSI by sovereigns would not result in a slew of defaults. 

As these concerns dissipated, the market began a sustained rally in May that lasted all the way through the summer. By June, 

the S&P was already back to unchanged on the year, and even though our markets had rallied considerably, Frontier Debt 

markets were still nearly 10% lower than where they started the year, with spreads remaining wide.  

July and August saw continued strong performance as it became clear that IMF and G20 support was having its 

intended effects, providing much needed liquidity relief, rendering broad-based sovereign defaults unlikely. Credit 

events took place only in names that were already vulnerable pre- COVID. This underscores the second conclusion from our 

seminar in 2019 - fears of default in emerging, and particularly frontier, markets are overstated.  

By early September, the Frontier Debt Index (JP Morgan NexGEM) had retraced most of its earlier losses and was now within 

a whisker of where it started 2020. In the first quarter of the year, before our fund launch, the higher spread names 

underperformed significantly. The rally to early September saw a reversal of this, with a positive correlation between spread 

levels/distress at the end of March and the performance to end of August. This performance was not uniform, however, with 

Suriname and Belize each delivering deeply negative returns of -13% and -16%, respectively, from end of March to end of 

August. Contrast this with the clear outperformer – Angola – which returned over 125% in the same period. This highlights the 

third conclusion: selection is key. We’re happy to report that our fund had no exposure to Suriname or Belize, while we 

managed to buy Angola near its lowest price level of the year at 38.5 cents on the dollar. And, by early September, just over 

5 months after our launch, the UBAM – Emerging Markets Frontier Bond Fund had returned more than 25%. 

To highlight the importance of selection, trading a number of distressed names actively was a source of significant returns. 

After announcing restructurings, both Argentina and Ecuador bonds traded well below our projected recovery values. As such, 

we took positions that, within a few weeks, we were able to sell parts of, capturing profits of over 30% and 40%, respectively. 

We held the remaining bonds through their restructurings ultimately realising over 70% gains in both cases. 

 

Weakness with macro before a further year-end rally 

In the lead-up to the US election, frontier debt markets weakened in line with global risk sentiment. Between the beginning of 

September and the end of October, our fund lost just under 4.5%. As one might expect, these losses were heavier in the wider 

spread names, thus reversing some of the outperformance these bonds had seen since our launch. Once the political risks 

were in the rear-view mirror, global risk assets started rallying, including Emerging and Frontier markets. Our markets also 

saw a very strong technical picture emerge in the final months of the year, as significant inflows to the asset class 

helped push prices higher and spreads tighter. Our fund returned just over 10% during the last two months of the year, for 

a total return since inception of 32.65% after fees and transaction costs associated with launch (IEC Share Class in USD).  

UBAM – Emerging Markets Frontier Bond Fund Net Asset Value (NAV) 

 

 

 

 

 

 

 

 

 

 

 

                                                                                                                                Sources: UBP, Bloomberg Finance L.P, as of 31/12/2020 

                                                                                                                            Past performance is not a guide for current or future results 

https://www.ubp.com/en/funds/lu2051724248?keyword=frontier
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Constructive technical outlook for 2021 

One might think that the significant performance since our launch 

would leave us cautious going forward. However, we would point out 

that at the end of 2020, frontier markets remained below the highest 

levels reached in February. When considering the yield earned in the 

meantime, this means spreads are still considerably wider than where 

they were pre-COVID (by some 150+ basis points). Frontier spreads 

are also wider than their longer-term averages. This is in stark 

contrast to the valuations of most other financial assets which screen as 

expensive on many metrics (some at their most expensive levels ever). Specifically, within Fixed Income, the box above 

shows a few comparisons, where Frontier markets clearly stand out. 

As we have written many times before, the most apt comparison is US High Yield (below box contains paragraphs taken 

from a November Flash update, but with updated numbers where available):  

Current 

Spread

15-yr Avg. 

Spread Difference

US IG 103 170 -67

EM Sovereign IG 152 205 -53

US High Yield 386 557 -171

EM Frontier 595 546 49

Frontier Debt vs. US High Yield 
The two asset classes have the same average rating, and reasonably high correlations. Over the last 15 years, frontier markets have 
yielded 0.32% more than US High Yield on average, but with 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 were in-line with their historical averages in terms of defaults, and recovery rates, where both Argentina 
and Ecuador were slightly below the 60 cents on the dollar (though neither identified as frontier by JPM Indices). More concerningly 
for US High Yield, 6%+ of the universe defaulted, and recovery rates on those were well below (less than half) their historical average 
at just 17%. Despite this, the spread between Frontier Markets and US High Yield widened significantly. The Bloomberg Barclays 
US Corporate High Yield index ended 2020 with the lowest level of yield in its history, at 4.18%. The JP Morgan Frontier Index, the 
NexGEM, ended 2020 yielding 6.84%, which is more than 100bps above its historical low (5.75%) reached in 2013. This means that 
Frontier Markets yield 2.66% more than US High Yield at year-end. This is lower than the widest level reached in November (2.95%) 
but right at the pre-COVID widest level over the past 15 years, 2.67%, which was reached back in February 2014.  
 
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 that re-surfaced at IMF meetings in October. With this now behind us, 
we believe this spread should tighten, and view the levels to begin 2021 as a very attractive entry point for entering this structural 
trade, buying Frontier Markets vs US High Yield. Indeed, the last dozen weeks of 2020 saw significant inflows into EM Debt broadly, 
as the value to other global fixed income seems apparent. Combined with a dearth of US IG net issuance expected for 2021, and a 
continued hunt for yield in a world increasingly devoid of any, this should provide a constructive technical backdrop for the frontier 
markets debt in 2021. 
 

 
Sources: UBP, Bloomberg Finance L.P, JP Morgan, and BAML as of 31/12/2020 
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Combine this valuation support with the stock of negatively yielding debt which surpassed $18 trillion earlier in December 

(ending the month at $17.76tn), and the lack of new issuance expected from US Corporates (particularly Investment Grade), 

and you have a compelling technical picture. Investors will still need to find ways to generate yield, in a world that doesn’t offer 

much. Indeed, the end of 2020 saw significant inflows into emerging markets debt more broadly. There are no liquid indices, 

that we’re aware of, that offer more yield than frontier markets. The wider spread levels also mean that if we see a rising 

rates/curve steepening environment, in response to positive growth/inflation expectations, frontier markets have a 

bit of a cushion that isn’t offered in other fixed income markets. 

And fundamentals don’t justify the cheapness 

Absent from our above justification of the wide spreads is any discussion on Emerging Markets fundamentals. That’s 

because we don’t believe they justify the relative cheapness. We already mentioned the default and recovery rates, but 

2020 also saw a widening growth differential between Emerging and Developed markets (from an average of 2% to 2.5%), 

as service driven developed economies suffered more from the lockdowns. Specifically, in Africa, the average age of the 

population at just 18 years old has also been a mitigating factor in death rates from COVID. We recently had a call with the 

Finance Minister of an African country who noted that in 2020 they had nearly 10 times as many deaths from malaria as they 

had from COVID.  

Emerging, and particularly frontier markets also have less ability to spend, given higher borrowing costs and less market 

access (not to mention no ability to do QE in many places). As a result, we also saw a much larger jump in debt loads of 

the developed countries (both gross and net debt of developed markets growing by 17%, and EM growing by less than 

10%) from a substantially higher base.  Not exactly the backdrop one might expect to result in underperformance of Frontier 

spreads – or one that is confluent with the narrative of an EM debt crisis. Perhaps we should be talking about a DM debt 

crisis instead?  

 

 

 

 

 

 

Negatively Yielding Debt Outstanding 

($ trillions) 

US Investment Grade Net Supply 

($ billions) 

                                                                                                                Sources: Bloomberg Finance L.P, and BAML. As of 31/12/2020                                     
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Looking beneath the surface at the specific countries further support our constructive view. We believe the biggest defaults 

are behind us. Going into 2020, our biggest concerns within the EM sovereign credit space were limited to a select number 

of countries: Lebanon, Ecuador, Argentina, Zambia, Angola, Sri Lanka, Suriname and Belize. We had no exposure to half of 

those countries entering 2020, in any of the UBP Emerging Markets Franchise products.  

In 2020, Argentina and Ecuador completed restructurings, while Lebanon, Zambia, Suriname and Belize all had credit events. 

Angola, meanwhile, secured significant liquidity relief through the DSSI and from Chinese creditors. So much so that we 

believe credit risks in the coming 18-24 months are very low. Sri Lanka remains a key concern, but the bonds trade around 

our projected recovery value, and default is far from certain.  

In other words, there aren’t many shoes left to drop. This is high yield territory, so volatility will remain, and of course other 

countries are starting to come to the fore in terms of idiosyncratic risks. Nevertheless, we believe bad fiscal news is mostly 

priced (if not overpriced), leaving frontier spreads generous given historical and projected default rates. With global 

liquidity conditions providing a tailwind, and the positive technical picture mentioned above, we believe there is space for some 

tightening still.  

Combined with the attractive carry on offer, total returns should continue to trend upwards, likely outpacing most (if not all) 

other fixed income assets. We also have a benign view on the US Dollar, and as a result see selective opportunities in local 

currency frontier markets. In December, we started allocating to this segment, with around 7% of the fund in local currency 

instruments at the end of 2020. 

 

Select country commentaries, attributions, and outlooks: Angola, Lebanon, Sri Lanka,  

Before we get into a few specific countries, a case in point for two of the initial arguments of this note – that fear of defaults 

are overstated, but active management is key. The performance across the defaulted names since our funds launch 

supports both arguments. We have already mentioned the outsized (70%+) returns we managed through actively trading 

Argentina and Ecuador. But these returns were affected by bond selection and exact timing. For the simplest snapshot, below 

we list the countries that defaulted in 2020, and their returns (in parentheses) from our fund launch to the end of 2020, using 

JP Morgan country level performance numbers. Countries that have already concluded restructurings in italics: 

Ecuador (+51%), Zambia (+38%), Argentina (+25%), Suriname (-6%), Belize (-12%), Lebanon (-34%). 

A significant positive average return, despite each country experiencing a default, but with massive dispersion. This explains 

exactly why our investment process places a primary focus on security selection. We are happy to note that we had exposure 

to all the “winners” and only the modest exposure in Lebanon (discussed in more detail below) among the losers. 

Angola was the stand-out performer from our launch until year-end delivering 160%+ returns. Despite this, 2020, in full, wasn’t 

a good year for Angola’s Eurobonds. At the start of the year, the curve traded with cash prices at close to $110 and above. As 

noted above, we entered the year sceptical of Angola’s credit metrics and the UBP EM Debt team had no exposure in any of 

our products. At the launch of the UBAM – Emerging Markets Frontier Bond Fund, we also made no allocation to the country. 

However, as the bonds traded below our projected recovery value, we took our first position about a month after launch, in 

late April, at $38.5 (‘48s). When it became clear the country would benefit from participation in the DSSI, receive IMF support, 

and that negotiations with China were ongoing about debt service relief, short term liquidity concerns abated. While longer-

term solvency concerns remain, the country was on a positive reform path pre-COVID, and with little-to-no liquidity concerns 

and yields well into the double digits, we added to the name through the year. We ended 2020 with a ~4% position, and our 

small average position of roughly 1% having added 126 basis points to the absolute performance of our fund. At current levels 

we still think this position makes sense, although if the country fully joins the other “pure carry trades” we would consider 

scaling back the position unless the fundamentals are showing a clear improvement. 

On the other side of the spectrum is Lebanon which was the clear worst performer. Another name we had been very concerned 

with for a long time. The UBP EM Debt Team sold all positions across funds in the spring of 2019. By the time we launched 

the fund, however, our concerns had already crystallised with a messy hard default and no government policy response to 

give any confidence in a potential restructuring. However, at 20 cents on the dollar, bond prices were already pricing below 

our projected recovery value at the time (high 20s to mid-30s). As a result, the fund allocated ~1% at launch. However, as any 

hopes of government formation, and a timely resolution of a restructuring, faded we chose not to add to our exposure as the 

fund received inflows and grew considerably. The tragic explosion is also not helpful for growth prospects or future recovery 

value considerations. While bonds are only down a few points, the effect in percentage terms is a 35% loss. Given the 

decreasing size it cost the fund ~20 basis points. We ended the year with just 0.17% allocated to Lebanon, and no intention 

of trading this given the outsized transaction costs, and still expected eventual upside on an eventual restructuring.  

We had no exposure to four of the next five worst performing countries in the investment universe (Belize, Suriname, Morocco 

and Bolivia). The final country in that group, Sri Lanka, returned 13% at the country level from launch to end of the year. We 

bought roughly 1% in at launch. We added more aggressively in the high 40s and low 50s in cash price. This proved prudent, 

and the fund managed to generate just over 110 basis points from an average position of ~4% for an average return that is 

only marginally detracting from an opportunity cost standpoint. We remain concerned about the trajectory, and the country 
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remains high on the list of potential default candidates. In investor calls, State Minister of Finance Cabraal comments were 

construed negatively by the market as it became clear that the authorities did not view signing an IMF programme as a priority. 

Markets are looking for such a programme as a much-needed anchor for reforms. The government did state that an IMF deal 

“cannot be ruled out” and acknowledged that talks with the Fund are ongoing, but the comments appeared to simply highlight 

that they are always in contact, and fell well short of suggesting getting a programme is a priority. That said, longer bonds 

already trade roughly in line with our projected recovery values, and a default is not a given – so we think potential returns 

have a significant positive skew. This explains our 4.2% position in the country, where we only hold the cheaper cash bonds 

in the longer-end, as the short-end still trades at cash prices that are too high for our taste in the event of a potential default. 

 

Key Metrics 

YTM: 6.6% 

Duration: 7.6 years 

Average credit rating (bonds only): B 

 

 

 

Fund NAV, since Inception Fund Total Assets, since Inception  
($ millions) 

Regional Allocations 

 

 

 

 

 
Sources: UBP, Bloomberg Finance L.P.  
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subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to institutional investors under Section 274 or 304 of the Securities and Futures Act (Cap. 
289) of Singapore ("SFA"), (ii) to relevant persons pursuant to Section 275(1) or 305(1), or any person pursuant to Section 275(1A) or 305(2) of the SFA, and in accordance with the 
conditions specified in Section 275 or 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. This 
advertisement has not been reviewed by the Monetary Authority of Singapore. 
MSCI : Although Union Bancaire Privée, UBP SA information providers, including without limitation, MSCI ESG Research LLC and its affiliates (the “ESG Parties”), obtain information 
from sources they consider reliable, none of the ESG Parties warrants or guarantees the originality, accuracy and/or completeness of any data herein. None of the ESG Parties makes 
any express or implied warranties of any kind, and the ESG Parties hereby expressly disclaim all warranties of merchantability and fitness for a particular purpose, with respect to any 
data herein. None of the ESG Parties shall have any liability for any errors or omissions in connection with any data herein. Further, without limiting any of the foregoing, in no event 
shall any of the ESG Parties have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of 
such damages. 
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