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� Macro assessment: The prospect of a widespread vaccination campaign is supportive 

for a global economic recovery in 2021. Markets have shown this positive sentiment 
recently and EMs have been the icing on the cake. Emerging countries should take 
advantage of this positive global outlook and our E M GDP growth forecast is at 5.7-
6.5% in 2021 . Such rebound might be uneven across countries and regions, and we could 
see some ‘stop-and-go’ phases, depending on the speed of mass vaccination and on the 
virus cycle evolution. We do not expect inflationary tensions over the coming year, 
supporting an accommodative policy framework for CBs. Some of them may continue to 
use non-conventional tools, such as QE, although fiscal measures have little room to grow 
due to the recent new highs in indebtedness that some countries took on to address the 
pandemic. The outcome of the US election is something to watc h carefully for its 
implications on rates and on the dollar, which is c ritical for EM assets.  Markets were 
not fully discounting a ‘Democratic sweep’  and we could see some overshooting in the 
short term of US rates. Also, despite the prospects of a weaker dollar in the medium term 
are confirmed, in 2021 we could see a wideing GDP growth differential between the United 
States and the rest of the world thanks to the upcoming fiscal boost that could support the 
dollar. On foreign policy, we expect a less aggressive tone towards China from the Biden 
administration, although we still expect tought positions. 

� Fixed income and FX views:  We expect some continuation of strong technicals and 
inflows in support of EM hard-currency debt. We prefer the HY to IG space, as the former 
has more room to tighten and could benefit more from these conditions. Countries such 
as Ukraine, Egypt, Ivory Coast, and Nigeria could to be the main candidates within HY. 
Regarding IG, Mexico and Indonesia are among our highest convictions. EM local 
currencies have all the ingredients to perform successfully in 2021: low inflation, CBs in a 
low-rate environment and a cyclical growth recovery. An area of attention is the evolution 
of the dollar. The combination of local currency appreciation and potential spread 
compression will support this asset class. Asian countries are ticking more boxes than 
others, thanks to economic rebounds, effective virus containment, net capital inflows, well-
managed external debt, and regional initiatives such as the new RCEP -- the largest trade 
deal agreement in the world which inclues 15 Asian countries -- as well as plans for the 
New Silk Road. China is at the centre of this positive environment and we favour Chinese 
local bonds to play this recovery. Commodities are rebounding from their recent lows 
thanks to the projected global recovery. In this context, Russia, South Africa, Mexico, and 
Indonesia should benefit from the exporting of commodities and China’s current position 
of strength. EM corporates offer carry opportunities, although spreads appear tight 
historically. Earnings have been recovering during the last quarter of 2020; investors need 
to be selective in terms of bond picking and watch at the measures implemented by the 
incoming US administration and their implication on US rates. 

� Frontier markets opportunities: EMs are showing signs of a clear uptick, giving 
investors the opportunity to invest in an asset class that might take advantage of this 
positive backdrop of lower-for-longer yields, global liquidity and a benign inflation outlook. 
Frontier markets are potentially important areas for 2021, as most of them will be 
supported by China’s recovery. We would point to seeking out the highest quality ones 
within this ecosystem, such as Egypt, Kazakhstan, or Serbia. A good country selection 
remains key in order to avoid volatility. 
Overall, we remain constructive on EM fixed income and currencies. The hunt for 
yield in a global low-rate environment will support  flows into the EM asset class but 
we aknowledge that the implications of the US elect ion outcome has to be carefully 
monitored. This make us more cautious in the short term than we were a few months 
ago.   



 

 
2  

EM outlook for 2021 | January 2021 

THE MACROECONOMIC VIEW 

Growth: momentum to pick up in 2021 
The outcome of the US elections and positive vaccine developments have boosted investor 
sentiment and resulted in a rally in risk assets, in particular for emerging markets. We have 
seen a rebound in growth, both in developed and emerging markets. In EMs, exports have 
rebounded sharply, led by a recovery in North Asian countries -- China, South Korea and 
Taiwan -- driven by the technology and healthcare (medical supplies) sectors. 
 
We expect global growth momentum to pick up in 2021. Our current estimates are for 
developed markets to expand 3.7-4.5%, a trend that should support a sustained pick-up in 
trade and commodities. We expect EMs to benefit from this backdrop and grow by 5.7-6.5% in 
2021. Notably, the recovery may be uneven across EM regions given that EMs are a 
heterogeneous universe, with diverse growth levers to support economic recovery. 
 
 
Varied growth rates across EM countries 
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Source: Amundi Research. Latest forecasts are as of 5 January 2021. Bars represent real GDP growth (YoY%) 
forecast range: solid bars represent the best-case scenario, while shaded bars represent the worst-case scenario of 
the forecasting range. For EMs, we assume no new additional fiscal impulse in 2021 vs 2020, according to the national 
budget laws announced so far. National daily economic activity data and local lockdowns as of 30 November 2020 
have been included, together with the boost to growth from the above fiscal packages and trade linkages.  
 
 
Inflation: under control overall, with some excepti ons 
Inflation has been picking up in some countries, particularly due to higher food prices, a 
significant driver of inflation in EMs. In general, inflation remains within CB targets, with the 
exception of some countries, such as India and Turkey, where inflation is well above their 
targets. Meanwhile, some countries are close to the upper bound of CB targets (e.g., India), 
but inflation should converge to those targets soon. Overall, we expect EM inflation to remain 
benign, barring some base effects kicking in due to extremely low levels reached in 2020 (oil 
price collapse in 1H20). Having said that, it is important to monitor inflation closely, given the 
highly accommodative policies followed by EM CBs and due to the fact that some CBs have 
been using unconventional tools (e.g., QE on the secondary market).  

“We expect EMs 
to benefit from 
the global 
recovery and 
grow by 5.7-6.5% 
in 2021”. 

Alessia BERARDI  
Head of EM Macro and 
Strategy Research 
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Monetary and fiscal policies: different room of man oeuvre 
We expect EM CBs to remain accommodative to support liquidity and financial stability, 
especially if the Fed and the ECB maintain their dovish stances. It should be kept in mind that 
EMs are a diverse universe: different EM countries have different room available regarding 
monetary policy. Some CBs that have the flexibility needed, could use QE to provide support, 
whereas others may still have some room of manoeuvre on rates, especially if inflation remains 
benign while growth rebounds. On the other hand, fiscal support in EMs remains relatively 
limited compared to DMs, especially given the fragile fiscal situations in some EM countries, 
which were already concerning before the Covid-19 crisis (e.g., Brazil, South Africa, and India). 
 
Prior to the US election, we had maintained that the outcome should support risk assets and 
EMs in particular. A Biden presidency removes the risks of geopolitical tensions such as those 
stemming from volatile US-China trade tensions. We expect the incoming US administration to 
be less aggressive in his rhetoric than Trump’s and -- as such -- we expect fewer spikes in 
market volatility going forward. Nonetheless, the ‘tough-on-China’ stance should stay. The 
Democratic sweep was not priced in by the market an d has accelerated the reflation 
trade, with markets discounding a more aggressive U S fiscal policy.  This is an area of 
attention for the coming months, that made us a bit more cautious after the vote in Georgia. 
We do not expect a derailment of the benign conditi ons supporting EM assets, as the 
flows dynamics should support the asset class, but we think that a possible overshoot 
of US rates in the short term has to be monitored. 
 
For 2021, we expect some normalisation in global rates. In the United States, we expect ten-
year Treasury yields at 1.2-1.3% at end-2021. On the other hand, we see lower market volatility 
given positive macro developments and expectations for oil prices to stabilise in the $45-50/bbl 
range. Although EM spreads appear fairly valued in the short term against such backdrop as 
they are already discounting the positive developments on the vaccine and on the US election 
fronts, we believe that there is space for some further spread compression in the next twelve 
months, as macro and geopolitical uncertainty will fade in 2021. Given the accommodative 
policy framework, the hunt for yield will remain an d should provide a positive backdrop 
for EM debt in 2021. 
 
 
Amount of negative-yielding debt at record level 

 
Source: Amundi, Bloomberg. Index is Barclays Aggregate Negative-Yielding Debt Index. Data as of 6 January 2021. 
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“Within an 
accommodative 
policy 
framework, the 
hunt for yield will 
remain and 
should provide a 
positive 
backdrop for EM 
debt in 2021”. 

“A Democratic 
sweep could 
bring some 
pressure on US 
rates, and has to 
be closely 
monitoted for its 
impact on EM 
assets”. 
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EM DEBT OUTLOOK 
EM hard-currency sovereign debt: oppurtunities rema in, especially in the HY space 
Regarding EM hard-currency debt, we believe that valuations for IG are fair, considering the 
credit quality. We expect IG spr  eads to remain unchanged or tighten slightly in 2021, while 
there is more room for spread compression in the HY space. Even though we do not forecast 
a significant change in US Treausury yield in 2021, we do see the outcome of the US election 
-- with the Democratic sweep -- as a risk for the IG universe. 
 
 
EM and US Treasury ten-year bond yields  

 
Source: Amundi analysis on Bloomberg data as of 11 January 2021. 
 
 
EM sovereigns are still in a default wave, but we expect default rates to be significantly lower 
in 2021 than in 2020, which registered a record 10.2% by year-end. EM debt restructurings 
have turned a corner, with Argentina’s and Ecuador’s having concluded. However, the situation 
in Lebanon continues to be drawn out, while Zambia has officially entered default. The default 
concerns are more centred around solvency rather than liquidity risks, which makes the 
analysis around fiscal and debt risks more pertinent than assessing external financing capacity. 
 
The technical backdrop remains supportive for HC debt. We have seen strong inflows in HC 
debt and expect that flows for IG would remain strong, as investors chase income from high-
quality sectors amid the low-yield backdrop. Technicals for HY are also supportive, as issuance 
was light in 2020. Against such backdrop, we remain constructive on EM HC. In terms of 
specific opportunities, we favour some positioning in: 
 
� Latin America: We like Mexico due to solid fundamentals given improving macro 

momentum and low fiscal spending, while valuations also appear attractive. We also 
favour Mexican quasi sovereigns due to attractive valuations and continuous state 
support. We are less constructive on Peru and Colombia, where the risk/return profile 
appears less attractive. Valuations in Panama look stretched, in our view. 

� CEEMEA: We favour selected GCC countries -- UAE primarily -- as we believe that the 
economy benefits from strong fundamentals and is better positioned than regional peers 
given that it is a more diversified economy. On the other hand, we are cautious on Saudi 
Arabia, where the technical picture is weakening due to strong issuance in 2020. We also 
favour HY countries, such as Ukraine, Egypt, Ivory Coast, and Nigeria. 

� Asia: Indonesia remains our favoured credit. We believe that bonds should benefit from 
continued investor flows considering the high credit quality and the CB credibility. We are 
less constructive on Philippines and Malaysia due to expensive valuations. 
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“We have seen 
strong inflows in 
HC debt and 
expect that flows 
for IG would 
remain strong, as 
investors chase 
income from high-
quality sectors 
amid the low-yield 
backdrop”. 

Sergei STRIGO  
Co-Head of Emerging 
Markets Fixed Income 
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EM local-currency sovereigns: benefitting from a su pportive outlook on EM FX  
We head into 2021 less bullish on local rates, but with a more favourable view towards EM FX, 
which, we believe, appears undervalued. We believe there is upside potential for the asset 
class in 2021, after having lagged other EM fixed income sectors for a long time. The current 
environment is supportive for EM FX. CBs have eased policy around the globe, leading to a 
low-yield environment, while inflation remains benign. We expect to see more normality in 
policy making under the incoming US administration. Furthermore, an early-cycle growth 
environment typically heralds EM FX appreciation. An area of attention is the dollar after the 
recent vote in Georgia. In the medium term, the outlook is for a weaker dollar, but in the short 
term the prospect of an aggressive fiscal policy could drive some dollar appreciation. 
 
 
FX medium-term fair value: valuation range 

 
Source: Amundi Research. Data as of 25 November 2020. 
 
 
In this context, we remain positive on the expected returns of local-currency sovereign bonds, 
mainly driven by carry and EM FX appreciation, while we expect price returns to remain stable. 
EM FX returns should be driven by flows back into selective EM countries due to a post-Covid-
19 recovery.  
 
In 2021 we see some potential for risk premia to compress, mainly within EM FX and HY credit, 
and somewhat also in local rates. Our main investment themes in the local-currency universe 
are: 
 
� We prefer high-yielding countries over low-yielding  ones, as they offer the potential 

for a better risk-adjusted performance. Although US yields are rising, we believe that high-
yielding countries will see a relatively better performance on rates. In high yielders, we 
position for risk premium compression, with a preference for countries such as Russia and 
Turkey. In 2020, we were concerned about rising political risk premium. However, we 
believe that a corner has been turned and judge an imminent geopolitical escalation as 
unlikely. Russia should benefit from the expected commodity price recovery. In Turkey, 
also see value in local bonds following market friendly changed at the Central Bank, 
aggressive monetary policy tightening and very light positioning by international 
investors.Additionally, we expect high-yielding EM FX currencies to outperform. 

� We prefer countries with attractive real yields,  such as South Africa, Mexico and 
Indonesia. 

� In Asia, we are bullish on countries that should be nefit from capital inflows,  such 
as China, where local bonds should be supported by global benchmark inclusion. We 
expect FX to outperform, supported by a weaker dollar, vaccine optimism fuelling broader 
EM reflationary trends, and reduced tariff threats. 

� We also like the candidate countries with good IMF or EU anchors  which are expected 
to be included in the benchmark index, such as Egypt, Serbia and Kazakhstan. 
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“The current 
environment is 
supportive for EM 
FX. CBs around 
the globe have 
eased policies, 
leading to a low-
yield environment, 
while inflation 
remains benign”. 
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EM corporates: resilient throughout the crisis 
EM corpor  ates delivered a more resilient performance this past year compared to EM FX and 
to global credit sectors. While we expect the global environment to remain supportive for EM 
corporate credit in 2021, spreads appear tight vs fundamentals from an historical perspective. 
 
 
EM IG and HY credit spreads 

  
Source: Amundi analysis on Bloomberg data as of 11 January 2021. 
 
 
On a positive note, earnings for EM corporates started to turn the corner in Q3 2020. Given the 
extraordinarily accommodative monetary policies and the forecast of improving fundamentals 
in 2021 on the back of vaccine rollout, we expect the improvement in credit metrics to continue 
over the next twelve months. This could lead to further spread compression over 2021, 
particularly in the HY universe. 
 
We expect to see stronger rebounds in sectors that were negatively affected by Covid-19. In 
terms of ratings, we are positive on the single-B space, as we expect to see greater 
deleveraging than among CCCs, leading to potential outperformance as a result. While we 
believe that EM defaults should stay limited, we remain selective and focused on seeking 
fundamentally strong corporates, especially when moving into lower-rated credits. In terms of 
specific opportunities: 
 
� We favour higher beta and cyclical sectors,  as they could benefit from the positive 

macroeconomic momentum. In Latin America, we like Brazilian energy, financials, 
consumer and pulp & paper. 

� We see value in Mexican banks, metals & mining and energy . 
� In Asia, Chinese real estate is our core preference , albeit we believe investors shoud 

be selective on individual names. 
� Within EMEA, we believe Ukraine offers the best ris k/reward  opportunity; we suggest 

playing it though consumer and utilities. 
� We are cautions on Asian IG credit , as valuations appear stretched. 

 
Overall, we are constructive on the EM corporate space. However, while the tide is rising, we 
do not expect it to lift all boats. Credit selection will remain key.  

0

200

400

600

800

1000

1200

1400

1600

1800

2000

0

500

1000

1500

2000

2500

3000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

bp

bp

EM HY vs. EM IG, RHS EM IG EM HY

“Earnings for EM 
corporates started 
to turn the corner 
in Q3 2020. We 
expect to see 
stronger rebounds 
in sectors that 
were negatively 
affected by Covid-
19”. 

Colm D’ROSARIO 
Co-Head of EM Corporate 
and HY 

Maxim VYDRINE  
Co-Head of EM Corporate 
and HY 
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FOCUS ON FRONTIER MARKETS  
Attractive opportunities for bonds  
Given our view of a constructive EM debt backdrop as part of the global recovery story post 
Covid-19 while liquidity remains ample, inflation benign, and with global yields staying low for 
longer, we think diversification into ‘quality’ frontier markets (FM) will remain an attractive 
proposition. We must emphasise that investment in FM needs to be selective, as the weaker 
ones could remain volatile. With regard to quality, we are looking for countries with: 
 
� a manageable debt matrix; 
� healthy FX reserves; 
� strong fiscal consolidation anchors; 
� IMF programmes already in place or potential candidate and/or EU convergence angle; 
� index inclusion potential; 
� political stability; and 
� good liquidity. 
 
On the local currency frontier front, we like Egypt, Kazakhstan, Ukraine and, to a lesser extent, 
Serbia, due to tight valuation on the latter. All these countries are potential candidates for GBI-
EM Index inclusion with some other features mentioned above. For instance, Egypt bonds have 
recorded a stellar 15% total return in 2020, despite all the Covid-19-related volatility. It is also 
encouraging that there is clear evidence of frontier market local bond liquidity improving, as we 
are seeing many more quotes on a more regular basis which was not the case in the past. On 
the hard currency debt front, we also like Egypt, Ukraine and Ivory Coast, based on valution. 

Esther LAW  
Senior Portfolio 
Manager - Emerging 
Markets Debt 

With the contribution of 
Hakan AKSOY 
Senior Portfolio 
Manager - Emerging 
Markets Debt 
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AMUNDI INVESTMENT INSIGHTS UNIT 

The Amundi Investment Insights Unit (AIIU) aims to transform our CIO expertise, and Amundi’s overall investment 
knowledge, into actionable insights and tools tailored around investor needs. In a world where investors are exposed 
to information from multiple sources we aim to become the partner of choice for the provision of regular, clear, timely, 
engaging and relevant insights that can help our clients make informed investment decisions.  

 
 
 
Discover Amundi Investment Insights at            www.amundi.com 

 
 

Definitions 
 
 

� Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%). 
� Carry:  The carry of an asset is the return obtained from holding it. 
� CEEMEA: Central and Eastern Europe, Middle East and Africa. 
� Correlation: The degree of association between two or more variables; in finance, it is the degree to which assets or asset class prices 

have moved in relation to each other. Correlation is expressed by a correlation coefficient that ranges from -1 (always move in opposite 
direction) through 0 (absolutely independent) to 1 (always move in the same direction). 

� Credit spread: Differential between the yield on a credit bond and the Treasury yield. The option-adjusted spread is a measure of the 
spread adjusted to take into consideration possible embedded options. 

� Diversification: Diversification is a strategy that mixes a variety of investments within a portfolio, in an attempt at limiting exposure to any 
single asset or risk. 

� FX: FX markets refer to the foreign exchange markets where participants are able to buy and sell currencies. 
� Quantitative easing (QE):  QE is a monetary policy instrument used by central banks to stimulate the economy by buying financial assets 

from commercial banks and other financial institutions. 
� Spread : The difference between two prices or interest rates. 
� Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier 

the security/market. 
 
 
 
 

 
 

 
Important information 

Unless otherwise stated, all information contained in this document is from Amundi Asset Management S.A.S. and is as of 11 January 2021. 
Diversification does not guarantee a profit or protect against a loss. The views expressed regarding market and economic trends are those of the 
author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other conditions, and 
there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as investment 
advice, a security recommendation, or as an indication of trading for any Amundi product. This material does not constitute an offer or solicitation 
to buy or sell any security, fund units or services. Investment involves risks, including market, political, liquidity and currency risks. Past performance 
is not a guarantee or indicative of future results. 

Date of first use: 12 January 2021. 
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