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Foreword

This report provides a comparative analysis of emerging market 

debt (“EMD”) investments in continental Europe (excluding 

Nordic countries).

The research is based on in-depth interviews with 161 institutional 

investors and wholesale distributors across 10 countries. These 

institutions managed in excess of €1,000 billion in assets as of  

mid-2013.

It was conducted over the second quarter of 2013 using the proven 

INDEFI Market Research methodology based on quantitative as well as 

qualitative inputs obtained from individual interviews with investment 

decision-makers at targeted institutions.

The main objectives of our report are to analyse:

The use of EMD investments;

The structure of EMD allocations;

Key drivers and risks perceived by institutions when investing in EMD;

Preferred ways to access the asset class. 

We would like to thank all participants to this research for their time 

and sharing with us valuable market insight and information.
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Executive Summary

A Figures excluding Eastern European investors from Hungary and the Czech Republic.
B Note: Subject to regulatory changes

EMD has become a mainstream asset class in the region, both in 

the distribution and institutional segments.

 − In our panel of 151 institutional investors and wholesale 

distributors, €24 billion of EMD investmentsA have been identified 

as of mid-2013 (i.e. 3% of total assets under management);

 − 90% of wholesale distributors in the panel use EMD products. They 

allocate 5% of their investments to the asset class;

 − In the institutional market, German investors are strongly involved 

with the asset class (75% of investors and 5% of long term asset 

allocations invested in EMD);

 − The results are less compelling in France, Italy and Switzerland, 

primarily due to regulatory constraints and internal investment 

guidelines. In these countries, one third of respondents are 

invested in EMD. Active Swiss EMD investors stand out with up to 

10% of their fixed income portfolios allocated to the asset class.

Recent turbulences are unlikely to challenge the long term trend 

towards the geographic diversification of investment portfolios.

 − There is a widely shared view across investor segments that 

emerging countries benefit from sounder fundamentals than 

European / Eurozone-based economies;

 − Should institutional investment constraints be relaxed, a catch-up 

phase is to be expected in France, Italy and Switzerland where a 

significant investor conversion potential has been identified.

Active fund managers hold the key to the asset class.

 − Few investors have in-house investment capabilities to implement 

themselves their EMD investment strategy;

 − Both institutional investors and wholesale distributors value the 

diversification benefits embedded in a global approach;

 − All reckon that active management (both allocation choices and 

issuer picking) is likely to add value in these markets.

Figure 1 – EMD investments: a pan-European perspective as of mid-2013
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I. Research Panel and measure of Panel Representativeness

The research covers the following investor segments:

100 institutional investors in France, Germany, Italy and Switzerland 

(25 in each country). Each individual country panel is representative 

of the local institutional market structure;

51 wholesale distributors in the three Benelux countries and in Spain 

(multimanagers and private banks);

10 institutional and wholesale investors in Hungary and the 

Czech Republic.

Institutional 

investors

Wholesale 

distributors

Examples of 

institutions 

interviewed

France 25 Insurance companies, 

pension institutions, 

banks (proprietary 

books) and 

corporates

Germany 25 Insurance companies, 

pension institutions, 

consultants and 

foundations

Italy 25 Insurance companies, 

pension institutions 

and banking 

foundations

Switzerland 25 Insurance companies 

and pension 

institutions

Belgium 11 Private banks, asset 

managers, insurance 

companies (for unit-

linked investments)

Luxembourg 14 Private banks and 

asset managers

Netherlands 11 Private banks and 

asset managers

Spain 15 Private banks and 

asset managers

Eastern 

Europe 

(Hungary 

& Czech 

Republic)

7 3 Banks, private banks, 

asset managers, 

insurance companies 

and pension 

institutions

Total 107 54

Results for the institutional and wholesale segments are analysed 

separately in the report.

In addition, results from the research carried out in Hungary and the 

Czech Republic are treated separately due to the specific role played 

by emerging market debt investment in these countries.

Panel representativeness

Figure 2 – INDEFI Market Research panel representativeness based 

on assets under management 

EMD  investmentsFixed income
investments

(EMD investors only)

Assets under
management

1,033

321

Total
(€bn)

Non-
invested

EMD
investors

712

446

3%

5%

63%

24

Source: INDEFI Market Research computations. Latest country report available.

161 respondents
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II. EMD Investments in Continental Europe

Figure 3 – Penetration rate of EMD as an asset class based on the 

number of active investors

As of mid-2013, 60% of European investors are exposed to EMD. This 

aggregated figure conceals discrepancies between investor segments.

In the wholesale segment, the penetration rate is extremely high 

(90%). This can be explained by the fact that end-client portfolios are 

less constrained than institutional investment frameworks. In addition, 

EMD allocations have increased over the past five years, fuelled by:

The implementation of yield-seeking strategies as interest rates in 

developed markets have plummeted to historical lows since 2008;

Diversification concerns, especially in the wake of the Euro sovereign 

debt crisis in 2011;

Growing end-client demand for the asset class. 

Finally, it is also the strategy of wholesale distributors to keep abreast 

of newly available products that they can select for distribution to their 

clients or use in the portfolios they manage on their behalf. 

On the institutional side, less than half of continental European 

investors are exposed to EMD. As highlighted above, their investment 

strategies are more constrained by regulatory aspects and/or internal 

policies. Risk aversion and the lack of understanding of the asset class 

also play a role in their decision to keep away from these instruments.

However, the European institutional landscape is far from being 

homogeneous as highlighted below.

Wholesale investorsInstitutional investorsTotal

40%

60%

151

56%

44%

100

10%

90%

51
# of

investors

Non-

invested

Invested

Figure 4 – Penetration rate of EMD as an asset class. Analysis  

by country

Germany stands out as a country where a majority of institutional 

investors use EMD products while in the other institutional markets 

reviewed, only about a third of investors invest in EMD. 

As in the other countries reviewed, the German market is dominated 

by insurance companies in terms of assets managed. This translates 

into high fixed income allocations (around the 70% to 80% mark). 

German investors are less constrained by their regulatory investment 

framework compared to some of their peers. In addition, they 

have been looking more actively for alternatives to their domestic 

sovereign debt. 

At the other end of the spectrum, Italian investors stand out as the 

least involved with EMD. This can be explained by the structure of our 

panel, biased towards pension institutions (fondi pensione negoziali in 

particular), which are currently forbidden to access the asset class. It 

is also the case in France for a subset of pension institutions. In both 

countries, pressure is mounting for the regulatory authorities to relax 

these constraints and grant these institutions more leeway to diversify 

and rebalance their portfolios. However, such a move would fly in the 

face of the political agenda. Public authorities in both France and Italy 

are looking at institutional investors to commit more resources to the 

funding of the local economy.

Reasons to stay away from EMD in Switzerland are mixed: internal 

guidelines, lack of understanding of the asset class and risk aversion.

€24 billion of EMD investments (3% of total assets under 

management) have been identified across our panel of 151 

respondents as of mid-2013 (excluding Eastern European investors). 

The relative share of EMD as a percentage of assets managed is higher 

in the distribution segment.
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100% 11
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25

25

25

25

91% 9%

13%

14%

24%

87%

86%

76%

36% 64%

64%

72%

36%

28%

% of players invested in EMD % of players non-invested in EMD
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Sizing EMD investments

Figure 5 – EMD investments as of mid-2013

EMD investments as a % of total AuM and fixed  
income portfolios

Figure 6 – Institutional and wholesale EMD investments as a % of 
assets under management and fixed income investments

Institutional investors

EMD as a % of:

Total (€bn)

Wholesale distributors

AuM Fixed

income

AuM Fixed

income

427 296 285 150

2%

4%

5%

9%

Based on EMD investors only.

EMD investments in Eastern Europe (Hungary and the 
Czech Republic)

For most Eastern European investors, EMD is a must-have asset 

class as it includes local sovereign debt. This is particularly the 

case in Hungary, where all investors are involved in the asset class 

as buyers of Hungarian paper and report the latter under the 

EMD caption.

Allocations to EMD in the region are therefore high by Western 

European standards, both as a proportion of fixed income 

allocations (40%) and total investments (25%).

When stripping out Hungarian sovereign debt and excluding 

institutions solely invested in the latter, EMD allocations represent 

north of 10% of investment portfolios.

EMD  investmentsFixed income
investments

(EMD investors only)

Assets under
management

1,033

321

Total
(€bn)

Non-
invested

EMD
investors

712

446

3%

5%

63%

24

Other major differences include:

A strong bias towards local currency issuers (93% of asset 

allocations) both in Hungary and the Czech Republic;

A clear preference for local or regional issuers, as Eastern Europe 

is the priority region considered for EMD investments ahead of 

Asia and Latin America, which are favoured by Western 

European investors;

Direct access to the asset class (76% of assets under management). 

Yet, most investors (72% in Hungary and 100% in the Czech 

Republic) use pooled funds to diversify their EMD investments 

away from Eastern Europe.

Status of the asset class

For the majority of investors exposed to EMD, the asset class qualifies 

as “strategic” and is a systematic component of the portfolio 

construction process. EMD is now established as a mainstream 

asset class.

Figure 7 – Status of EMD as an asset class for active investors

The overall outlook for future investments is positive among strategic 

investors. Their expectations vary depending on their experience with 

the asset class. Those who have been invested for some time usually 

feel comfortable with their current exposure as they have had the time 

to fine tune to the appropriate desired level.

It is also possible that reallocations happen within the EMD portfolio 

between the various sub-components of the asset class (local vs. hard 

currency and, within the latter segment, sovereign vs. credit issuers).

In a context where on the one hand USD interest rates have increased 

and may keep on rising and on the other hand EMD credit spreads 

have widened, hard currency products may provide sufficient 

yield for investors without having to take additional risks via local 

currency products.

Those who anticipate increasing their exposure in the future have 

typically been involved more recently. They consider themselves 

underinvested as for now but are looking to time their future 

investments in the light of current valuation or the temporary 

heightened risk perception.

29%
36%

71%
59%

5%

70%

30%Tactical

# of EMD 

investors 90 64

Strategic

Status Investment outlook for 

strategic investors

Stable

Decrease

Increase
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Finally, a vast majority of currently non-invested institutions would 

enter the asset class, should their current investment constraints be 

relaxed in the near future. Such investment intentions reflect a widely-

shared belief across the panel that emerging economies benefit from 

sounder economic fundamentals than European or Eurozone countries. 

For these investors, hard currency sovereign debt is likely to be the first 

port of call allowing them to participate in a straightforward credit 

spread compression.

Merits and risks of EMD investments

According to panel respondents, fixed income portfolio diversification 

is the primary motive to allocate to EMD. Investors are confident in 

the long term dynamics of emerging economies they are particularly 

attracted by the low correlation of EMD products with their other 

investments. Their view is that EMD will provide positive diversification 

and additional protection to their portfolios. This is particularly the case 

for those who have a long term approach to the asset class.

That said, there are a number of investor segment where the search for 

yield comes on top of investment considerations. In these countries, 

investors are keen to take more risks (e.g. Luxembourg private clients) 

or are faced with particularly expensive domestic sovereign debt 

(Germany, Switzerland). 

On the other side of the coin, governance and political risks are 

mentioned as the main impediments to investment. Although liquidity 

concerns are often said to have been behind the June 2013 sell-off 

which impacted the asset class, respondents are not over-concerned by 

this risk. This result is not contradictory for strategic investors, who are 

looking to capture the liquidity premium offered by the asset class. 

Needless to say, the recent sell off had been anticipated by some 

respondents. Valuation proved to be a concern before the event. These 

investors are likely to use the opportunity to enter the asset class or 

add into it at more attractive levels.

Anatomy of EMD investments

Figure 8 – Anatomy of EMD investments

Third party delegation, in pooled funds, is the privileged format for 

institutional investors and distributors alike to gain exposure to EMD 

products. 

The share of direct investments is uniform across the panel. This 

portfolio is usually built with bellwether names, easily accessible bonds 

or issuers that are familiar to the end investors in the distribution 

segment. It is a way for investors to source direct market information 

and have a better feel about the asset class. This approach is however 

restricted to those investors with the capabilities to trade and deal 

with the administrative burden and settlement issues related to 

EMD instruments. 

Group delegation is rarely a preferred channel as few investors have 

in-house EMD investment capabilities. The Benelux countries (and 

particularly Luxembourg) stand out as exceptions. 

For the rest of investors, there is a common philosophy to delegate 

EMD investments to specialist asset managers. The global pooled fund 

format appears as the most appropriate product to institutions and 

distributors:

Few are willing to express geographic allocation choices and most 

value the diversification benefits embedded in a global approach to 

the asset class;

For such illiquid and less homogenous markets, investors reckon the 

value-added that active managers can generate through their 

allocation choices and bond picking capabilities.

As a result, very few investors mentioned ETFs as an appropriate 

investment vehicle for the asset class.

Segregated formats are used by large-scale institutional investors in 

German (Spezialfonds) and Switzerland (mandates).

Wholesale 

distributors

Institutional 

investors

Total

24EMD (€bn) 10 14

80% 88% 74%

9%
Direct 

investments

Group 
delegation

Third-party 
delegation

15%

11%11%11%

1%



 aberdeen-asset.nl 9

III. Institutional markets review

Executive summary

The use of EMD investments by institutional investors in the four 

countries differs significantly:

In Germany, EMD has become a mainstream asset class with 

75% of investors exposed to these investments;

In the other three countries, the penetration rate of the asset class 

is significantly lower. Only about one third or respondents are 

involved with EMD investments. This figure is primarily a reflection 

of regulatory and/or internal constraints faced by investors.

For most active investors, EMD investments have become 

strategic and represent a systematic component in their portfolio 

construction process. Most are looking to increase or maintain their 

exposure to the asset class. There is also a significant conversion 

potential in France, Italy and Switzerland, should investment 

constraints be relaxed. This reflects the widely-shared view across 

the institutional panel that emerging countries benefit from 

sounder fundamentals than European / Eurozone-based economies.

When analysing allocations within the EMD portfolio, stark 

differences can be observed:

On the one hand, German and Italian institutions clearly favour 

hard currency products and sovereign issuers.

On the other hand, Swiss investors are almost fully invested in 

local currency debt as their primary investment motive is 

currency revaluation vs. the Swiss Franc. French institutions also 

show a bias towards the latter. When using hard currency 

products, Swiss and French institutions invest in credit to 

diversify their sovereign issuer risk.

In the institutional space, EMD is widely viewed as an asset class 

for specialist asset managers. Institutions are happy to delegate 

geographic allocation choices and bond picking to investment 

partners, not to mention the administrative burden to directly deal 

in remote markets. The number of institutions directly managing 

their EMD investments is thus marginal.

Investment delegation formats vary by countries:

In France and Italy, the actively-managed pooled fund is the 

privileged investment vehicle.

Given the constraints and the size of their investments in EMD, 

German and Swiss institutions use tailor made investment 

formats (respectively Spezialfonds and mandates).

A Not taking into account the Eastern European institutional investors for lack of comparativeness in the results 
of the analysis.

Institutional panel analysis

The analysis of institutional allocations to EMD investments relies 

on 100 interviews with institutions in France, Germany, Italy and 

SwitzerlandA.

While the panel exhibits an overall bias towards pension institutions 

(except in France where the institutional landscape is more 

heterogeneous), insurance companies dominate in terms of assets 

under management.

Figure 9 – Structure of the institutional panel

Switzerland Italy Germany France 

202 153 101 249AuM (€bn)

22% 25% 27% 39%

75% 67% 66% 61%

8%2% 7%
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Other 
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Exposure to and use of the EMD asset class
EMD is widely used by German institutions. In the other countries, 
EMD investors are a minority.
In the four countries reviewed, 43% of institutional investors were 

exposed to EMD as of end-June 2013.

The penetration rate of and amounts of investments in the asset class 

starkly differ depending upon the market considered.

In Germany, EMD is viewed as a mainstream asset class. Three-

quarters of the institutions interviewed have investments in the area. 

These investors allocate up to 5% of their fixed income portfolios to 

the asset class.

In France and Switzerland, the penetration rate of the asset class 

stands slightly above one third. However, EMD investors in these two 

countries do not approach the asset class in the same way:

 − In Switzerland, “converted” investors are heavily involved in the 

asset class, allocating almost 10% of their fixed income portfolio 

to EMD investments;

 − In France, most EMD investors are insurance companies. The asset 

class does not belong to their range of liability-matching 

instruments and, as a result, is mostly viewed as a satellite 

diversification tool. It represents a mere 1.5% of bond 

investments.

In Italy, less than 30% of institutions invest in EMD. This is primarily 

a reflection of the regulatory framework under which pension funds 

operate, which has so far prevented them from accessing emerging 

market investments. Allocation rates are congruent with France.

Figure 10 – EMD penetration rate (# of investors exposed to the 
asset class)

Germany Switzerland France Italy 

25 25 25 25# of 

investors

7 9 9

19

18 16 16

6

Invested

Non 
invested

Figure 11 – Institutional allocations to EMD (as a % of AuM and 
fixed income). Invested institutions only

EMD investors consider the asset class as strategic. There is room for 
growth in their long term asset allocations
In the four countries, EMD investors are here to stay. Most consider the 

asset class as strategic and follow multi-annual allocation programmes.

Figure 12 – Status of the asset class in each institutional market

Switzerland Italy Germany France 

9 19 7 9# of EMD 

investors

56%

71%
78%

44%

100%

29% 22%

Strategic

Tactical

This is particularly true in Germany, as evidenced by the number of 

active investors, and Switzerland by the amounts allocated to the 

asset class.

France Italy Germany Switzerland

EMD as 
a % of:

Total (€bn)

AuM Fixed

income

AuM Fixed

income

AuM Fixed

income

AuM Fixed

income

1% 1% 1%

2%

4% 4%

82

9%

5%

142 112 77 61 126 3389

“  For us, it is clearly a strategic decision to be invested in 

EMD. We are convinced that this will be an efficient 

investment over the long term since these markets have 

still a lot of economic growth potential. In addition, 

those countries have sound balance sheets compared to 

many developed countries, especially when compared to 

Southern Europe.” 

Pension institution, Germany
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Most active EMD investors in the four countries expect that their EMD 

allocations to the asset class will grow further in the future or at least 

remain stable.

A few mature investors in Switzerland and in Germany stand as 

exceptions as they could be tempted to lock in some of the past 

performance on their investments. Within that group, a minority 

are significantly more cautious as current valuations are deemed 

unattractive and pushed too high by inflows.

“  We pursue a strategic long-term investment policy and 

usually keep EMD products at least three years in our 

portfolio.” 

Pension institution, Switzerland

“  We have built a strong exposure to EMD as it has been 

included in our strategic asset allocation, and we strongly 

believe in the potential of the asset class in the future. 

Even the recent downturn will not change our plans. It is 

a long term bet.” 

Pension institution, Italy

“  We are currently building up our portfolio in EMD.  

We recently added this asset class to our portfolio. For 

the next years, we consider to extent our share by about 

roughly 1% but the exact increase depends on market 

conditions and especially on current spreads. 

 We approach this asset class quite conservative and 

pursue a structural strategy.” 

Insurance company, Germany

“  For the time being EMD allocation is first a way to 

diversify our positions. I am waiting for another market 

correction to raise our exposure. A further consolidation 

of the corporate debt market, a reverse of the trend in 

the local currency market and less downwards pressure 

on US interest rates.” 

Insurance company, France

“  As EMD is a strategic investment on a long term basis, 

the recent downturn in EMD markets does not change 

anything for us, we will keep our exposure and will look 

to increase it in the future.” 

Pension institution, Italy

“  We have already a major exposure and we do not 

consider investing further in this asset class, as we had 

good yields and investing today will not bring further 

value in. Moreover the level of pricings are not as 

interesting as before.” 

Pension institution, Switzerland

Figure 13 – EMD allocation prospects by institutional investors in 
each country

Switzerland Italy Germany France 

5 19 5 7# of strategic 
investors

60%

86%

40%

53%

42%

5%
14%

Increase

Stable

Decrease

40%

60%

Analysis of EMD portfolios

The split between hard and local currency products is in favour of 
hard currency in Italy and Germany while Swiss and (surprisingly) 
French institutions favour local currency products

EMD investments are usually broken down into US dollar and local 

currency-denominated bonds.

Figure 14 – Breakdown of allocations to EMD

Italy Germany France Switzerland 

3.0 1.5 4.8 1.1EMD 
(€bn)

17%

65%
68%

83%

64%

36%

35% 32%

Hard 
currency

Local 
currency

The current bias of German institutions towards hard currency 

products reflects their willingness to add less risky diversification 

instruments to their portfolios, especially as their EMD investments can 

be quite sizeable. 

“  Our major concern with this asset class in particular is 

herd behaviour. We have seen investors pile into the 

asset class, notably funds of funds, that will withdraw as 

soon as the boat rocks. With this in mind, it is unlikely 

that we further invest in the forthcoming months.” 

Pension institution, Germany
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In Italy, the predominance of hard currency allocations is more a 

reflection of the relative lack of maturity vis-a-vis EMD investments. 

These products are indeed often perceived as the appropriate first step 

to the asset class.

At the other extreme, Swiss investors primarily focus on the local 

currency segment. Their main incentive is to capture the potential 

appreciation of emerging currencies against the Swiss Franc. The latter 

has suffered from continuous revaluations over the past years thus 

annihilating the benefits of international fixed income diversification 

(towards the US and the Eurozone in particular). 

The allocation strategy of French institutions appears somewhat out 

of phase with their euro-based Italian and German counterparts. They 

indeed display a clear bias towards the local currency segment. As 

highlighted above, most EMD investors are insurance companies using 

the asset class to spice up returns. Their analysis in relative value terms 

indicates that hard currency issues may be overvalued. In addition, 

local currency bonds are usually characterised by shorter durations, and 

are therefore more in line with their interest rate expectations.

“  We are invested in all sorts of sub classes. Our priority is 
based on investment grade hard currency debt which 
constitutes 50% of our EMD portfolio. Those products 
are less risky in our opinion compared to credit or local 
currency sovereign debt.” 
Pension institution, Germany

“  We prefer to invest in EMD through hard currency bonds 
as we consider the asset class as risky and we do not 
want to add a currency risk over the other risks inherent 
to these investments.” 
Banking foundation, Italy

“  We mainly invest in sovereign local currency debt as we 
strongly believe in the fundamentals of these countries, 
and also in the potential currency increase. We also 
invest in corporate issuances in local currency as well.” 
Insurance company, Switzerland

“  I am only exposed to sovereign local currency debt. This 
is not necessarily to benefit from currency appreciation. I 
believe that today hard currency sovereign debt is too 
expensive and I don’t want to add up risk by going long 
credit. On top of that the duration of local currency 
sovereign debt fits well within my portfolio.” 
Insurance company, France

“  Our biggest position is currently in local currency 
sovereign debt because we want to participate in currency 
appreciation and recurrent yields. We know it is risky but 
we are very well diversified and we can take the risk.” 
Pension institution, Switzerland

Credit is not a predominant channel for institutional investors. 

Swiss and, to a lesser extent, French institutions are more open than 

their peers. 

As a reflection of their more cautious stance towards the asset class, 

German and Italian investors allocate a mere 20% of their hard 

currency investments to credit products, even though they do not 

share the same level of experience and maturity in EMD investments.

French and Swiss institutional investors are both slightly overweight in 

credit products. This is a way for them to diversify their counterparty 

risk within the EMD segment as they are predominantly exposed to 

local currency bonds, thus sovereign issuers.

Figure 15 – Breakdown of hard currency allocations

Italy Germany France Switzerland 

0.5 0.5 3.1 0.7€bn

36%

82%
78%

64%

51%

49%

18% 22%

Sovereign

Credit

“  Our exposure to the EMD asset class is relatively new. 
We are today invested only in government bonds, on a 
global scale. This is a first step approach to the asset 
class. Corporate credit and regional or country-specific 
investments may happen in the future if we decide to 
reinforce our position in EMD.” 
Insurance company, Italy

“  Regarding the distinction between sovereign debt, in 
local or hard currency, and corporate debt, we delegate 
the entire allocation to our asset managers. They only 
have to satisfy certain allocation limits. But the products 
they use are totally up to them.” 
Pension institution, Switzerland

“  One should not forget that emerging corporates are 
better credit than their European peers. The investment 
grade segment is greater than its European equivalent. I 
think that people shouldn’t be afraid to invest in it. We 
will likely reinforce our positions if prices come back to 
more rational levels.” 
Insurance company, France
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Geographical preferences

Figure 16 – Ranking of regional preferences

The perception of regions is clearly established among institutional 

investors even though most will favour a global investment format 

whereby they delegate regional and country choices. This fact is shared 

in all four countries.

As German institutions are more mature EMD investors they express 

more openly their regional preferences, being more familiar with 

some of the geographic specificities. This leads some of them to take 

the responsibility to allocate into specific regions. Asia is the most 

sought-after area followed by Latin America. Outside these two regions 

German investors are less comfortable and often express concerns 

towards Eastern Europe, Middle-East and Africa.

In Switzerland, although active investors are overweight in EMD, their 

choice is to delegate the allocation decision to their third-party asset 

managers. The latter operate within the framework of guidelines 

defined by the institution, which generally considers that it would be 

inappropriate to step into the investment process.

In France and Italy, given the weight of EMD allocations and the fact 

that the exposure is more recent for most investors, a global approach 

is often considered as most appropriate. As the market is seen as too 

heterogeneous, only a few investors express their regional preferences 

for the time being.
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“  Countries like China, India and Brazil have tremendous 
economic potential although they are at a different 
economic stage right now. In our view, China is the most 
developed country, followed by Brazil which is on a good 
track given their natural resources potential and the 
upcoming events that support economic growth (2014 
FIFA World Cup, 2016 Olympics). India, however, is the 
least developed one but has in my opinion the greatest 
potential in relation to their young population.” 
Other, Germany

Investment drivers and risks

Fixed income diversification and returns are the key investment 
drivers for European institutional investors

Figure 17 – Aggregate ranking of investments drivers

The two main motivations to invest into EMD within the institutional 

segment are fixed income diversification and yield enhancement. This 

ranking is observed in all segments as well as in each country.

Investors value the diversification benefits provided by the asset class 

(in particular the low level or negative correlation with traditional fixed 

income portfolios). 

This is all the more so as the yield on offer in EMD product is deemed 

attractive by most European-focused yield-starved investors. Thus, 

although yield enhancement has been identified as the second key 

investment driver by many investors, it is actually hard to separate 

from the diversification driver as the overall motivation of institutions 

is to improve the risk-return profile of their fixed income portfolio. 

“  We do not invest in the Middle East or in Africa since we 
consider these areas as not stable and not enough 
developed.” 
Insurance company, Germany

“  When it comes to geographical distinction, our asset 
managers pick up trends from the different indices. 
Therefore, we do not have preferred countries or regions. 
Overall our knowledge is so marginal that it would be 
too risky to pretend any preferences.” 
Pension institution, Switzerland

“  We are currently at an early stage of our EMD 
investments. We do not make any difference between 
countries so far, we only want to be exposed in a global 
manner. In the future we may want to go a bit beyond 
this simple set up, and go into more details in the 
regions/countries we are invested in.” 
Pension institution, Italy
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That said, the need for yield varies upon the country of location. 

In Germany and Switzerland, and to a lesser extent in France, rates on 

domestic debt issues have been at an all-time low for the past years. 

All EMD investors thus share the objective to improve returns on their 

bond portfolios. 

In Italy, where bond portfolios have traditionally been domestic-

focused, the opportunity to benefit from more global asset allocations 

is key. Domestic yields have been sufficient for institutions in the 

recent past to meet their return objectives. They have however started 

to decrease and returns offered by emerging market bonds are today 

mentioned as a driving force behind EMD investments.

“  I think EMD will be experiencing more popularity in the 
near future. I am positive that more investors will realize 
the diversification benefits related to the asset class and 
will no longer regard it as too exotic since the perception 
of the traditional risk factors related to EMD is declining 
across-the-board.” 
Other, Germany

“  The search for yield is the main driver when we buy 
fixed-income products. Within the Basel III framework it 
is getting more and more difficult to create value. EMD is 
appealing as it provides an attractive risk-return 
investment with exposure to regions that experience 
economic growth.” 
Bank, France

“  We have investments in EMD for the yield it offers. But 
we see this in a larger frame as we want to be more 
global in our asset allocations. Italian insurance 
companies were generally centered on Italian 
investments, especially in the fixed income pocket. We 
wanted to be more diversified even through the Italian 
BTPs yields are very high.” 
Insurance company, Italy

“  We are today exposed to EMD for several reasons. The 
main one being portfolio diversification as the asset class 
offer uncorrelated yields with developed countries, that 
are even greater. Then, we want to have a more global 
approach in our investment policy and this move is in 
line. In the end, as fundamentals of these countries are 
better, this investment makes sense.” 
Banking foundation, Italy

The perception of risk factors varies by country, driven by 
investors’ allocation strategy.

In France, Italy and Germany, political risk and governance are seen as 

the two main risk factors. The same result was obtained from wholesale 

distributors (see below).

Swiss investors, however, are more sensitive to pure market risks. Given 

the relative weight of local currency products in their EMD allocations, 

they rank currency risk as the number one concern, followed by 

spread volatility and inflated valuations. Italians also say that they are 

sensitive to currency risks but, unlike their Swiss counterparts, keep a 

minimal exposure to it.

Figure 18 – Main risks perceived by institutional EMD investors. 

Aggregated analysis

Note: Risks ranked between 1 and 10, 10 being perceived as the riskiest.

“  Political and government risks are the major risks in EM. 
Especially in countries of Latin America we have to 
consider these risk factors. For example in Argentina and 
Venezuela, political regimes and governments can 
endanger the country’s economy.” 
Pension institution, Germany

“  The political risk is a major concern in our mind with the 
current situation in some countries in the Middle East or 
North Africa or the risk to see Russia becoming g more 
and more isolated.” 
Insurance company, France

“  Compared to other asset classes the product line in EMD 
is not really diverse. Furthermore, investments in EMD 
bear a lot of risks. Spreads are high, local currencies are 
volatile and currently I see an asset bubble coming up 
since products are overvalued in my opinion.” 
Pension institution, Switzerland
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EMD allocation prospects for non-investors

In France and Italy, regulatory constraints are major factors 

preventing EMD investments.

When analysing the reasons why institutions are not exposed to EMD, 

regulatory and/or internal asset allocation constraints are almost 

systematically mentioned as the number one consideration.

Figure 19 – Main investment constraints mentioned by non-EMD 

investors. Aggregated results for France, Italy and Switzerland.
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In France, a number of pension institutions, those affiliated to the Agirc 

Arrco regime in particular, are currently prevented from investing in 

EMD. In Italy, stringent investment restrictions also apply to pension 

institutions operating under the Legge 703 framework.

In addition, some investors have had to cut back on EMD investments 

as a ripple effect from new regulations. Thus, banks’ proprietary 

books have had to exit from the asset class, as the forthcoming 

implementation of the Liquidity Coverage Ratio under the new Basel 

III regulatory framework is leading these institutions to refocus their 

investments on liquid OECD sovereign bonds.

In both countries, most non-investors are willing to consider allocating 

to the asset class, should regulatory constraints be relaxed in the 

forthcoming future. This appetite primarily reflects their belief that 

emerging markets benefit from strong economic fundamentals.

“  Investments in EMD have not been considered so far 

given the regulatory burden that prevents us from 

investing in this asset class. A change in this framework 

will lead us to change our minds as yields on this asset 

class seem really appealing and therefore is a good 

investment opportunity.” 

Pension institution, Italy

In Switzerland, the situation for non EMD investors slightly differs.  

The three main reasons mentioned for staying away from the asset 

class are:

Low understanding of the asset class;

Constraining internal investment guidelines;

Risk aversion.

“  The main reason for us not to be invested in emerging 

markets is the current legal framework that binds our 

investment activity called the Legge 703. We are not 

allowed to invest in either bonds or equities issued by 

non OCDE companies or governments.” 

Pension institution, Italy

“  I believe that the fundamentals and the macroeconomic 

key variables are much better, on a medium to long term 

basis, in emerging markets when compared to developed 

markets. Even though the riskiness related to emerging 

countries is still fairly high, there is a lot of space for 

improvements and growth. I think that in the last 

decades these countries have made huge steps in order 

to replicate Western countries and I can’t see this trend 

stop for now.” 

Pension institution, Italy

“  We could decide during each monthly review to start 

investing into EMD products. However as long as credit 

ratings do not reflect lower risks we will not take 

any positions.” 

Insurance company, France

“  I truly believe that this asset class will ultimately turn 

into a must have. But for now I stay away from it as it 

appears to me that the main source of return of EMD is 

currency appreciation. As soon as I am convinced of the 

opposite I will start investing.” 

Other, France

“  Investments in EMD have not been considered so far 

given the regulatory burden that prevents us from 

investing in this asset class. A change in this framework 

will lead us to change our minds as yields on this asset 

class seem really appealing and therefore is a good 

investment opportunity.” 

Pension institution, Italy
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In France, Italy and Switzerland, the conversion potential to EMD 
is significant

Figure 20 – % of non investors willing to invest in EMD
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“  When it comes to EMD or emerging markets in general, I 
have to admit that the general knowledge is really low 
for this asset class. For this reason, I rate EMD worse than 
products of developed countries. Lack of transparency is 
the major factor why investors regard it with concerns.” 
Insurance company, Switzerland

“  We have internal policies that are used to determine our 
strategic and tactical asset allocations. So far, EMD 
instruments have been excluded from our investable 
scope because they were considered as too risky.” 
Pension institution, Switzerland

“  I have to confess that this asset class is still missing 
transparency. The overall knowledge about it is still 
limited. For example, we usually regard liquidity or 
spread volatility not as high risk factors but I really 
cannot judge about it for debt products in emerging 
markets since my knowledge about it is very limited.” 
Insurance company, Switzerland

Access to the asset class

Figure 21 – EMD investment formats

In the European institutional market, direct investments in EMD are not 

the norm. There is an “outlier” (in statistical terms) in Switzerland, i.e. 

one institution which has internalised a dedicated emerging markets 

investment team.

More generally, the direct investment route is restricted to the leading 

pension institutions or insurance companies which have sufficient 

resources to allocate to the asset class.

All other institutions reckon that they lack the required capabilities to 

research and select individual investments or issuers even though they 

have been invested for some time in the asset class. In addition, the 

operational burden to directly access local markets is another factor 

preventing them from following the direct investment route. EMD is 

considered as an asset class for specialist asset managers.
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“  We have set up an internal team to access directly these 
markets. Nearly all of our investments are done directly. 
Only a small part of this pocket is invested via funds.” 
Insurance company, Switzerland

“  We invest in EMD only through third-party funds as we 
do not have the capabilities internally to invest. As it is 
quite recent we have decided to do it through open funds 
but as our investment is relatively large, we could in the 
future opt for a mandate in order to have a more 
tailored solution.” 
Pension institution, Italy

“  For now we fully delegate our investments within our 
group or to third parties but I would like to start a few 
direct operations in the future.” 
Insurance company, France
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“  We delegate entirely our EMD investments to asset 
managers. This is not an issue as the market is quite 
competitive and I believe that the level of expertise of 
the better ones is rather high.” 
Insurance company, France

“  For now we prefer to invest through external asset 
managers because otherwise it would bear too much 
operational risk. Establishing own accounts, dealing with 
taxes and doing professional research would include a lot 
of effort. Furthermore, our external asset management 
partners have the experience and expertise within this 
asset class.” 
Pension institution, Germany

“  I see two reasons for not being involved directly: first, our 
team is fairly small to allocate resources dedicated just 
to this asset class and second it is not that simple to 
understand the dynamics of EMD.” 
Pension institution, Switzerland

As far as the form of the delegation is concerned, French and Italian 

institutions use actively-managed pooled funds. Given the constraints 

and the size of their investments in EMD, German and Swiss 

institutions use tailor made investment formats:

In Germany, the majority of the investments (in AuM terms) are 

directed into Spezialfonds. The use of this type of funds is generally 

exclusive and embedded into the traditional Master-KAG delegation 

structure. Both internal policies and tailored investment strategies 

(e.g. rating constraints) are driving the demand for such 

customized funds.

Mandates are the preferred delegation format in the Swiss 

institutional market. Only a minority of institutions invests in funds.

“  Our investments’ managers use 50% segregated funds 
and 50% open funds. They are restricted in a particular 
way since we have internal policies that do not allow 
investments in certain countries.” 
Pension institution, Switzerland

“  We only invest in Spezialfonds. That is the only way for us 
to compose the funds that suit our internal policies, 
match specific quotas and contain the geographic 
regions we prefer.” 
Insurance company, Germany

“  We are only invested in Spezialfonds within a Master-
KAG structure. By pursuing this access strategy we have 
the opportunity to delegate the entire investment 
process to our asset managers, which is really convenient 
for us.” 
Pension institution, Germany
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IV. Distribution markets review 

Executive summary

The use of EMD investments by distributors in the four countries 

reviewed is relatively comparable:

In each country, about 90% of investors are exposed to EMD as 

an asset class;

Overall, allocations to EMD range between 3 and 4% of total 

assets under management.

Despite these similarities, the approach towards the asset class does 

not appear homogeneous. Whereas the asset class forms a core part 

of investment portfolios in Benelux countries, it is rather perceived 

as a satellite diversification opportunity by Spanish investors. Their 

view of EMD is thus more tactical and remains primarily driven by 

yield enhancement objectives.

The key results of the comparative analysis are highlighted below:

Investors in Spain and in the Netherlands appear less involved 

with the asset class than their peers in Belgium and Luxembourg. 

They favour a more tactical approach and are ready to downsize 

their EMD investments whenever risk aversion increases.

Dutch investors are less exposed to local currency products that 

they consider riskier. They are less driven by yield or by currency 

appreciation than their peers.

In Spain, EMD fits a satellite diversification purpose. Allocations 

are thus slightly lower than in the Benelux countries. However, 

distributors tend to favour the riskier end of the asset class scale, 

as measured by the relative share of local currency products and 

the weight of credit within hard currency allocations, in order to 

meet with their yield enhancement objectives. 

As a result of this tactical bias, all Spanish investors only access 

the asset class via actively-managed open funds.

Investors in Luxembourg appear more familiar with the asset 

class, as evidenced by the share of direct bond investments and 

the use of credit products. This is also a reflection of their 

end-client preferences, many of them emerging market natives.

Exposure to and use of the EMD asset class

Figure 22 – Exposure to the EMD asset class
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EMD has become a significant component of fixed income 

investments in all four markets

Most institutions in the four distribution markets reviewed offer access 

to EMD products. 

Only a few players are not invested in the asset class (5 out of 51).

The high penetration rate of the asset class can be explained by several 

drivers:

Yield-seeking objectives as interest rates in developed markets have 

plummeted to historical lows since 2008;

Diversification concerns, especially in light of the Euro sovereign debt 

crisis in 2011;

Growing end-client demand for the asset class. 

Nevertheless, investors’ behaviour towards EMD differs depending on 

their geographical origin.

In the Benelux region, distributors consider the asset class as a core 

component of their fixed income allocations and qualify themselves as 

long term EMD investors.

If The Netherlands stand out as the most cautious across the three 

countries, the role of EMD has become strategic according to the vast 

majority of professionals interviewed. It is now established as a core 

asset class in the portfolio construction process. 

In Spain, the allocations to EMD are more recent and slightly lower 

than in the Benelux countries. Primarily driven by performance 

objectives, Spanish distributors tend still to view the asset class as a 

tactical diversification opportunity. As a result, Spanish discretionary 

managers have lowered their exposure to EMD in the recent downturn.

Figure 23 – Use of the EMD asset class

The relative weight of the asset class is broadly similar across the 

distribution segment, standing between 3 to 4% of investment 

portfolios. Allocations in Spain are more volatile and slightly lower than 

in the Benelux countries.
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“  We have increased our position in EMD by more than 
50% since last year, so we intend to keep our allocation 
stable over the next two years. However, we see great 
opportunities in having taken a strong position early on, 
as we believe that demand for EMD products is likely 
to increase.” 
Asset manager, The Netherlands
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Positive trends towards allocations to EMD in the three 
Benelux countries

Figure 24 – Outlook for EMD investments

For most panel members in the Benelux, allocations to EMD are 

expected to be stable, or slightly increase, going forwardA.

“  Today our allocations to emerging market debt are 

around 5 to 6% in our balanced portfolio and I feel at 

ease with this number. This might not sound high but if 

one looks at the 2 to 3% average allocation of 

conservative pension funds I believe this is already quite 

significant.” 

Private bank, Belgium

“  I am expecting an increase of allocations into EMD in the 

coming years. Our advisers are supportive. There is no 

magic if you are looking for growth these days you have 

to go there!” 

Private bank, Belgium

“  10% of our fixed income portfolio is invested in EMD. 

This percentage was a lot higher a few months ago but 

we have recently decreased our EMD allocations. In our 

opinion, yield is no longer high enough to compensate 

for the risks taken.” 

Multimanager, Spain
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“  We have been investing in EMD for about three years 

now. Our exposure has doubled over time. Even if it is 

currently fairly small, we are happy with the exposure 

level that we have reached. I do not think that we will 

increase it in the upcoming two years.” 

Asset manager, The Netherlands

In Luxembourg, the allocation dynamics somewhat differ due to the 

international profile of private end-clients being served and the nature 

of their demand. First of all, Luxembourg institutions cater to clients 

with significantly higher average wealth, who are thus more prone 

to take risks in their portfolios. Furthermore, international clients, 

including emerging market natives, are more willing to be exposed to 

EMD as they have natural links with the issuers. Finally, it is a means for 

them to diversify away from the Eurozone area.

In Spain, the picture is less clear; most investors being satisfied with 

their current exposure to the asset class. This is also a reflection of their 

more tactical approach of the asset class.

“  The share of EMD in our portfolios will stay flat in the 

medium term. We have experienced a fairly decent 

growth already. I would rather wait and see the 

consequences of the deceleration of China’s 

growth rate.” 

Private bank, Luxembourg

“  I am expecting an increase of our allocation in EMD in 

the coming years. Our advisers are supportive. There is 

no magic: if you are looking for growth these days, you 

have to go there!” 

Private bank, Belgium

“  EMD is set to grow drastically, especially in discretionary 

mandates, over the next couple of years as long as the 

credit fundamentals of sovereigns in these regions 

continue to strengthen.” 

Private bank, Luxembourg

“  We will continue to further invest into EMD and be over 

exposed as our clients often come from emerging 

countries and ask us to invest there.” 

Private bank, Luxembourg

“  In the last few years clients are less attracted by products 

in, EUR, USD or JPY, they are naturally being attracted by 

EMD in local currency which is almost the only 

alternative, a choice by default.” 

Private bank, Luxembourg

“  EMD should not be a more important part of our 

investment strategy over the short run. Our allocations 

will certainly grow in the medium run though, due to our 

growing diversification needs, yet we are ready to adjust 

up our down depending on market conditions.” 

Multimanager, Spain

A The results were obtained in April and May 2013, prior to the June sell-off that impacted the asset class.
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Analysis of EMD portfolios

Figure 25 – Breakdown of allocations to EMD
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The split between hard and local currency products is evenly 

balanced in Belgium and Luxembourg. Dutch investors tend to 

favour hard currency EMD investments while Spanish distributors 

clearly favour local currency products.

The most common way to break EMD allocations down is to consider 

two broad subsets of investments available in the asset class: US dollar 

and local currency-denominated bonds.

Two years ago, distributors in the Benelux countries used to favour hard 

currency products in order to benefit from decreasing US Treasury rates. 

Since then, the focus has clearly changed.

In Belgium, professional investors seem to be more concerned about a 

rise in Treasury rates which could affect hard currency products.  

It is all the more acute since these bonds usually have relatively high 

durations.

“  As everybody, historically we have been first involved 

with hard currency products, but today we rather favour 

local currency bonds.” 

Private bank, Belgium

“  We had a preference for hard currency debt some time 

ago, but at the moment products related to the US 

treasury market bring no added value. On the contrary, 

coupling fairly high rates and currency play allows 

investors to generate an attractive alpha.” 

Private bank, Luxembourg

“  For me, hard currency products provide too much 

correlation with the US economy and exposure to the 

Federal Reserve policy therefore I prefer local 

currency products.” 

Private bank, Belgium

In the Netherlands, investing in local currency debt is often perceived 

as too risky. As distributors tend to adopt a more cautious stance on 

behalf of their clients, they naturally prefer hard currency investments.

In Spain, the focus is currently on local currency investments as the 

key motive underpinning the allocation trend is the play on the relative 

appreciation of emerging currencies vs. the Euro.

“  We currently recommend reducing hard currency 

exposure as the duration is too long and the valuation is 

in our view also more at risk.” 

Private bank, Belgium

“  We are currently only invested in sovereign debt in hard 

currency. However, in the near future, I believe we would 

probably invest in the local currency EMD segments.” 

Bank, The Netherlands

“  The currency risk, in my view, is twofold. First, you take 

the risk to have your currency exposure completely 

wiping out your profits if large adverse exchange rate 

movements occur. Second, if positive currency play 

occurs, it mechanically adds more risk to your portfolio. 

Hence, currency is one of the key risks I monitor closely.” 

Private Banking, the Netherlands

“  What we are looking for when investing in EMD is extra 

performance. Our view is that there is more ‘juice’ so to 

speak in local currency investments than in hard 

currency. Hence we have no appetite for the latter at 

the moment.” 

Private bank, Spain

“  So far, we have only been invested in EMD hard currency, 

because we were concerned with currency risk. But now 

we are changing our mind and we will soon begin to 

invest in sovereign debt local currency. Indeed, a few 

local currencies are strong enough and yield is  

definitely attractive.” 

Private bank, Spain
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Credit is growing across the board but noticeably at a greater pace 

in Luxembourg. Spanish investors are more open to credit.

Figure 26 – Breakdown of hard currency allocations

The development of corporate bonds within the EMD space is a 

relatively new phenomenon. Yet it is growing fast. However, investors 

are adjusting their exposure differently.

In Belgium and in the Netherlands, they tend to be more conservative. 

As a result, credit represents a relatively small share in their EMD 

allocations. It is perceived as rather risky and remains at this stage a 

tactical play. Credit could ultimately benefit from the reallocation of 

money from other EMD sub-asset classes.

In Luxembourg, private end-clients are considered as more 

sophisticated. As a result, corporate bond investments are more and 

more actively sought after by investors.
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“  We ended up investing in emerging market corporate 

debt because of better-than-expected performance in 

our sovereign emerging market portfolios. As we wanted 

to control our exposure to sovereign debt we reinvested 

some of our sovereign EMD portfolio into corporate 

debt products.” 

Asset manager, The Netherlands

“  After sovereign debt in hard currency we will soon be 

invested in the three EMD segments. The split could be 

something like 70% in sovereign debt in hard currency, 

20% in sovereign debt in local currency and 10% in 

corporate debt.” 

Bank, The Netherlands

“  Compared to the situation two years ago, sovereign debt 

in local currency has lost part of its attractiveness due to 

the expected return and risk issues on USD and local 

currencies. Today I favour emerging credit and mainly 

high yield.” 

Private bank, Luxembourg

Spanish investors again starkly differ from their northern peers, being 

far more exposed to credit. Their deep knowledge of Latin American 

markets and corporate issuers may provide for an explanation as there 

has been a number of jumbo issues coming from this region.

Geographical preferences

Figure 27 – Ranking of regional preferences.

The ranking of regions is unanimous with Asia clearly the favourite. 

Yet investors tend to delegate regional choices

When it comes to expressing geographical preferences, there is a 

clear consensus for Asia followed by Latin America. This is also the 

case for Spanish investors despite their traditional “links” with Latin 

America. Eastern Europe and Middle East & Africa are less favoured 

or perceived as not yet attractive. However, a recurrent theme in 

the discussions with investors is that regions are heterogeneous 

and therefore establishing a ranking in between them is not a 

straightforward exercise.

“  Corporate emerging market debt in local currency is an 

interesting play. This is rather a niche product where 

some asset managers take the responsibility to go, which 

is fine by me.” 

Private bank, Luxembourg
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“  I think Asia is the most attractive geographic zone at the 

moment. My analysis is that Asian economies have 

better fundamentals than Latin American countries. 

Furthermore, the political risk – including, for example, 

expropriations– is higher over there.” 

Asset manager, The Netherlands

“  For sure, Asia is right now our preferred region because it 

offers better growth expectations than any other area. 

Yet, I think Africa and the Middle East could be the 

next frontier.” 

Private bank, Luxembourg
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That said, when it comes to expressing geographical choices the 

preferred approach is to delegate the allocation decision to asset 

managers as investors admit that they seldom have the capabilities or 

expertise to make the appropriate choices.

“  I would invest in Asia first, they have better 

fundamentals. Latin America is also an interesting area 

for EMD investments, but it suffers from the financial 

difficulties that Argentina or Brazil are facing.” 

Multimanager, Spain

“  When it comes to geographic scope, we decided to use a 

global bond fund because it serves our diversification 

objective better. Moreover, we are a fairly small group, so 

we don’t necessarily have the resources or the expertise 

to engage in regional or country-specific strategies.” 

Asset manager, The Netherlands

“  We leave it to our managers to make the right 

geographical calls. Frankly I don’t consider that we are 

strong enough specialists to. Personally I think that 

indices do underweight the share of Asia in general and 

one should reconsider increasing its market share.” 

Private bank, Belgium

“  We could have invested in different geographical funds 

specialised in each region. However, we realised that 

blended fund managers have a better vision of 

geographical specificities and are able to rebalance their 

portfolio more effectively. Generally speaking, they have 

a deeper expertise and can make better 

informed decisions.” 

Private bank, The Netherlands

“  We do not analyse EMD by area or country, we just 

choose the amount that we invest in EMD, and then we 

select fund managers that we trust on this asset class. 

We believe that they have more insight than we do to 

decide in which country they want to invest.” 

Multimanager, Spain

Investments drivers and risks

Figure 28 – Aggregate ranking of investments drivers

Figure 29 – Top investment drivers by country

Yield enhancement and fixed income diversification rank top in 

clients’ EMD investment objectives across all countries.

The last five years have been characterised by a deterioration in 

public finances across the developed world. At the same time, the 

growing recognition of emerging countries’ comparatively low level 

of indebtedness and political commitment to further reforms have 

comforted investors in reducing their exposure to developed markets in 

favour of EMD.

Yield enhancement ranks first in clients’ objectives. In Luxembourg, it 

reflects the desire to generate absolute performance. In Belgium and 

in The Netherlands, this objective seems to be sought after more in 

reaction to the current low interest rate environment in Europe and in 

the US. In Spain, the rationale is tactical diversification to “spice up” 

returns.
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The need for diversification is a major concern in Belgium and in 

the Netherlands as investors and managers are first looking at this 

rationale in order to protect their portfolio. This is also the case in 

Spain, but to a lesser extent.

“  Today the main client’s concern that we need to address 

is how we are going to generate additional yield without 

exposing ourselves to the equity market.” 

Private bank, Luxembourg

“  EMD provides us with an opportunity to increase the 

yield of our portfolio. This is especially interesting amid 

this low rate environment. However this return does not 

come for free. Our clients are willing to take some risks, 

but EMD is not suitable for all investors.” 

Asset manager, The Netherlands

“  EMD provides welcome extra returns on our portfolios. 

This is all the more critical as rates on domestic bonds 

are now normalising.” 

Asset manager, Spain

“  Debt from developed countries is more and more risky 

and yield is not keeping up, this is the main reason why 

we invested a significant part of our assets in EMD.” 

Bank, Spain

“  I believe that our first source of motivation is 

diversification and to escape away from the Euro zone. 

Yield enhancement was a nice-to-have for us but 

certainly not a must-have.” 

Private bank, Belgium

“  The key objective for us was to protect our portfolio. 

EMD offered efficient geographic diversification, which is 

the most important factor in shielding our portfolio 

performance. We leveraged this diversification effect by 

using a global fund.” 

Asset manager, The Netherlands

“  Our main motivation in the recent past was to flee 

Europe and the desire to participate to the growth of 

emerging market debt areas. Let’s face it credit profiles 

are these days more attractive over there.” 

Private bank, Belgium

“  We only use EMD to diversify our portfolios, in order to 

compensate for the growing correlation between classic 

asset classes.” 

Multimanager, Spain

Figure 30 – Aggregate view of risks perceived

Governance is viewed as the main risk by EMD investors in the 

distribution market

Governance comes as the top risk factor in each country, even though 

the relative penetration rate of corporate bonds significantly differs as 

highlighted above.

In Luxembourg, the perception of this risk is more acute as investors 

have recently been keen to increase their exposure to credit to meet 

end-clients’ demand.
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“  The transparency of the figures displayed by companies 

in emerging countries reflects some risks. The way they 

use their money and their accounting procedures is a 

major concern for investors.” 

Private bank, Luxembourg

“  The governance risk is a painful one that one should not 

neglect. Today you sometimes do not know what you are 

buying. Companies that you had not heard of before are 

now coming to the market very easily.” 

Private bank, Luxembourg

“  Governance risk is high. Creditor protection rules and 

disclosure requirements are not necessarily as 

transparent as in developed markets. This is especially 

the case in Eastern Europe and Russia where stories like 

the Khodorkovsky scandal in the mid-2000’s are still very 

present in investors’ minds.” 

Asset manager, The Netherlands

Main risks perceivedB

A Note: Risks ranked between 1 and 10, 10 being perceived as the riskiest.
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Political risk ranks right after governance although most distributors 

consider that it has decreased lately. Again, the perception of political 

risks or instability is relatively heterogeneous and varies across the four 

countries.

Access to the asset class

Figure 31 – EMD investment formats
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“  Governance risk is very high for two reasons. First, most 

of these countries still have relatively young capital 

markets, where disclosure requirements and investor 

protection laws are quite new and fragile. Second, there 

is often a lack of country-specific knowledge.” 

Private bank, The Netherlands

“  My feeling is that political risk is still high but is on a 

decreasing path, if you take away Latin America and 

particularly Argentina, Bolivia and Venezuela.” 

Private bank, Luxembourg

“  We believe that the political situation in Brazil and 

Turkey is just temporary so we are still invested in theses 

countries. Egypt and Syria though are blacklisted.” 

Bank, Spain

“  To a certain degree the more the government is strong 

like in China and Russia the lesser the risk. Take Brazil or 

India which are more democratic, it takes 10 years 

there to convince people to sell their land to build 

a motorway.” 

Private bank, Luxembourg

EMD investments are mostly implemented in actively-managed 
funds format

When it comes to investing in EMD, the use of actively-managed 

funds is the rule across the distribution segment. Luxembourg slightly 

diverges from the three other countries by the relative share of direct 

investments versus the use of pooled funds. This is due to the nature of 

their end-clients, high net worth individuals, including emerging market 

natives. The way to approach the asset class is therefore more tailor-

made than elsewhere and involves the use of direct investments.

Third party delegation rates are rather high, pushed by end-clients 

demand for high-profile products, the lack of in-house EMD 

management capabilities and the quality of the expertise that can be 

found with specialist third-party asset managers.

“  We are over-exposed to emerging market debt for the 

simple following reason: a good share of our own clients 

is related to these countries. As a result, we manage 

direct investment mandates.” 

Private bank, Luxembourg

“  There is not a unique breakdown of the various EMD 

strategies for all clients. Our solutions are always tailored 

to the client’s needs and requirements with a unique 

combination of sovereign and corporate debt.” 

Private bank, Luxembourg

“  We largely use open ended funds and funds of funds to 

access EMD. Direct investments are a practice reserved 

to some of our wealthy private clients or institutional 

mandates. This is the case for example when we 

participate to jumbo deals in Mexican Peso or inflation-

linked Brazilian bonds.” 

Private bank, Belgium

“  We do not have any management expertise in our group, 

thus we only offer external funds.” 

Bank, Spain

“  We use external funds as a response to strong demand 

from our clients. Private bank clients become more and 

more familiar with the financial environment; they come 

to us with specific funds that they want us to analyse 

and would not appreciate if we tried to push our 

group funds.” 

Private bank, Spain
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Across the distribution market there is a relative consensus to avoid 

ETFs. The common philosophy is to use actively-managed pooled funds 

when delegating investments to third-party asset managers. Reasons 

mentioned are the way indices are built but also the belief in the  

value-added generated by specialist managers in a heterogeneous 

illiquid investment universe.

“  We use ETFs when we believe that managers will struggle 

to generate some alpha. But in the case of EMD, I think 

there is room to add value.” 

Private bank, Belgium

“  I think we are far from using ETFs. It does not make any 

sense. First, I am not confident that they are liquid and 

efficient and I am sure that well selected active managers 

can add value and avoid some traps.” 

Private bank, Luxembourg

“  We believe that for assets that are not very liquid, active 

management is better than following an index.” 

Private bank, Luxembourg
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Appendix – List of Respondents

Distribution markets

Belgium (11) The Netherlands (11) Luxembourg (14) Spain (15)

ABN AMRO Private Banking 

Belgium

ABN AMRO MeesPierson ABN AMRO Private Banking 

Luxembourg

Asesores y gestores financieros, S.A

AG Insurance Alpha Vermogens Management Banque de Luxembourg 
Investments

Banco Bilbao Vizcaya Argentaria, 
SA 

Banca Monte Paschi Belgio BNP Paribas Wealth Management 
Insinger de Beaufort

BGL BNP Paribas Banco Espirito Santo S.A.

Banque Degroof Box Consultants Credit Agricole Private Banking Caixabank S.A

Beobank ING Private Banking Credit Suisse (Luxembourg) Atl 12 Capital S.G.I.I.C 

CBC Banque NNEK Degroof Gestion Institutionnelle – 
Luxembourg

Bankia Fondos S.G.I.I.C., S.A

Delta Lloyds Bank Philipse & Co Investment 
Managers

Dexia AM BNP Paribas Asset Management

ING Private Banking Ritzer & Rouw Private 
Management

DZ PRIVATBANK Crédit Suisse Gestión, S.G.I.I.C., 
S.A

Merit Capital SNS Bank HSBC Private Bank Citibank España, S.A

Petercam TheodoorGilissen ING Private Banking Citi España Banca Privada

Rabobank.be Wealth Management Partners Natixis Private Banking Popular Banca Privada, S.A

  SEB Private Banking Renta 4 Gestora, SGIIC, S.A

  Societe Generale Bank & Trust – 
Luxembourg

March Gestión de Fondos 
S.G.I.I.C., S.A

  UBS Wealth Management Pictet & Cie S.A.

   Popular Gestión S.G.I.I.C., S.A
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Institutional markets

France (25) Germany (25) Italy (25) Switzerland (25)

AGICAM – La Mondiale GA Barmenia Allgemeine Versicherung Aviva Aargauische Gebäudeversicherung

Amundi AM Beiersdorf Cariplo Caisse de pension de la fonction 
publique du canton de Neuchâtel

Areva Deutsche Börse CNP Unicredit Vita Cassa pensioni dei dipendenti 
dello Stato

Caisse d'Epargne Aquitaine 
Poitou- Charente

European Patent Office CNPDAC Fondation de prévoyance FPE

Caisse d'Epargne Bourgogne 
Franche – Comté

Faros Consulting CNPR Fondation de Prévoyance 
Richemont

CAMACTE Henkel Cometa Fondation institution supplétive 
LPP

CARPIMKO IBM Compagnia di San Paolo Groupe Mutuel

CAVP MAN FASC Kantonale 
Lehrerversicherungskasse St. 
Gallen

CNAVPL MünchenerVerein Allgemeine 
Versicherung

FO.PEN Kantonale Pensionskasse 
Graubünden

CNP Nestlé Foncer Novartis Pensionskassen

Covéa NürnbergerVersicherung Fondapi Pensionskasse der Rhätischen 
Bahn

Crédit Agricole Centre France SächsischeÄrzteversorgung Fondazione Cassa di Risparmio di 
di Torino

Pensionskasse der Siemens 
Gesellschaften in der Schweiz

Crédit Agricole Centre Loire Selbsthilfe-Pensionskasse der 
Caritas VVaG

Fondazione Roma Pensionskasse der Stadt 
Winterthur

Crédit Agricole Charente Périgord Sparkasse Dortmund Fondo Fon.Te Pensionskasse der Technischen 
Verbände

Groupama Grand Est Sparkasse Düsseldorf Fondo Gomma Plastica Pensionskasse des Bundes 
PUBLICA

Groupama Paris Val de Loire Sparkasse Gelsenkirchen Fondo Pensione BNL Pensionskasse des Kantons 
Schwyz

Groupe Euler Sfac Tchibo Fondo Pensione del Gruppo Banco 
Popolare

Pensionskasse SBB/CFF/FFS

Groupe Malakoff Médéric Thyssen Krupp Fondo Pensione Intesa Pensionskasse SwissRe

HSBC Assurances Versicherungskammer Bayern Laborfonds Philip Morris International Caisse 
de pension

IRP Auto Versorgungseinrichtung der 
BezirkskammerKoblenz

Pegaso PRESV, Prévoyance Santé Valais

Klésia VHV-Versicherung Poste Vita Previs Personalvorsorgestiftung 
Service Public

MACSF Volkswagen Stiftung Previmoda Schindler Pensionskasse

Mutuelle de Poitiers Assurances VPV Allgemeine Versicherung Previvolo SUVA

Réunica WWK Allgemeine Versicherung Reale Mutua SwissRe

Société Mutualiste 
Interprofessionnelle

Zusatzversorgungskasse der Maler 
und Lackierer

Solidarieta Veneto Vorsorge Ruag
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INDEFI MARKET RESEARCH, formerly trading under the “Image & Finance” brand name, is the market research arm of INDEFI GROUP, a strategy 

consulting company dedicated to the investment management industry. 

INDEFI has 10 years of experience in providing a full range of market intelligence, research and strategy advisory services to investment managers 

and other financial products providers (asset managers, private equity and infrastructure GPs, investment banks, insurance companies, etc.) Our 

team of committed consultants help our clients identify market trends, develop their business and make better strategic decisions. 

In the asset management industry, INDEFI MARKET RESEARCH provides insights into the key markets and investor segments that our 

clients address:

Institutional investors / asset owners (pension funds, insurance companies, banks’ own accounts, foundations and endowments)

Corporate investors (treasuries, employee saving and pension schemes)

Wholesale distributors and platforms

Retail investors (through distribution networks)

In addition to its range of proprietary market research products, INDEFI offers a wide range of strategic consulting services to asset managers:

Corporate and business development strategy

International client satisfaction and brand awareness studies

Specific market research

We focus on all European markets but maintain an ability to conduct research around the globe. 

Based in Paris, France, we are a team of dedicated consultants with seasoned experience in the investment management and related industries.

For additional information, please feel free to contact: 

Richard BRUYERE 

Chief Executive Officer 

richard.bruyere@indefi.eu 

INDEFI - 6, rue Lincoln 75008 Paris, 

France - Tel: + 33 (0)1 5688 3470 - Fax: + 33 (0)1 5688 3471
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The value of investments and the income from them can go down as well as up and your clients may get back less than the amount invested

Important information

For Professional Investors only.

The above is strictly for information purposes only and should not be considered as an offer, or solicitation, to deal in any of the investments mentioned herein. Aberdeen 
Asset Managers Limited does not warrant the accuracy, adequacy or completeness of the information and materials contained in this document and expressly disclaims 
liability for errors or omissions in such information and materials. Any research or analysis used in the preparation of this document has been procured by the Aberdeen Asset 
Managers Limited for its own use and may have been acted on for its own purpose. The results thus obtained are made available only coincidentally and the information is 
not guaranteed as to its accuracy. Some of the information in this document may contain projections or other forward looking statements regarding future events or future 
financial performance of countries, markets or companies. These statements are only predictions and actual events or results may differ materially. The reader must make 
his/her own assessment of the relevance, accuracy and adequacy of the information contained in this document and make such independent investigations, as he/she may 
consider necessary or appropriate for the purpose of such assessment. Any opinion or estimate contained in this document is made on a general basis and is not to be relied on 
by the reader as advice. Neither idem nor any of its servants or agents have given any consideration to nor have they or any of them made any investigation of the investment 
objectives, financial situation or particular need of the reader, any specific person or group of persons. Accordingly, no warranty whatsoever is given and no liability whatsoever 
is accepted for any loss arising whether directly or indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained 
in this document. Idem reserves the right to make changes and corrections to its opinions expressed in this document at any time, without notice.
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