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Our overall stance remains, although we have made some 

signifi cant country-specifi c changes. In particular, we continue to 

have approximately half of our exposure in local currency, a great 

emphasis on idiosyncrasy, and low duration. We also continue to 

look for signs pointing us in the direction of reducing some of our 

higher-beta risks. But those are not fl ashing yet, so, for now, it is 

steady-as-she-goes.

To the question of why we still have what many would call a 

“risk-on” portfolio, our preferred answer, as always, revolves 

around our country-specifi c views, which we review below. But 

not all investors care to look at the portfolio that way, so what 

follows is more of a top-down narrative. First, nobody seems to 

be paying attention to serious refl ation risks in the U.S. These 

have been opened up both by President Trump’s rapprochement 

with Democrats (postponing the debt ceiling date), and the two 

weather events (Hurricanes Harvey and Irma) that have also 

paved the way for an improved political reception for a fi scal 

stimulus. Second, since quantitative easing (QE) is still happening, 

the actual net purchases of bonds continue with no established 

date for either a Federal Reserve (Fed) or European Central 

Bank (ECB) exit. Third, global growth remains strong and broad, 

with Europe and China being surprise locomotives this year. 

(Europe is clearly more important to the emerging markets than 

the U.S., given this last’s relatively closed economy). Fourth, 

no news probably means asset prices moving sideways, which 

probably means carry. This is consistent with a risk-seeking bond 

portfolio. All of this could translate into tail risks on the bullish side, 

especially if central banks explicitly or implicitly say ‘QE forever’.

We are keeping an eye on the exit because, most importantly, 

both the Fed and ECB are looking to end their monetary 

experiments in the coming months/quarters. It seems blatantly 

inconsistent not only to believe that QE was effective (which is 

debatable in and of itself, but it did get asset prices higher), but 

also that its unwinding will not be a risky moment. We believe it 

will be a risky moment. The calculations are not super precise, but 

QE will be ending at a point when U.S., European, and Japanese 

government borrowing actually starts to rise, in aggregate, to 

approximately $1t per year. So it is not just an academic worry. 

Other concerns include the risk of ‘trade war’ type comments 

from the Trump administration, infl ation in the U.S. (though there 

are no signs of this so far) that gets the rate path higher, and any 

shock to growth. Here, too, this could translate into tail risks on the 

bearish side, especially as market participants feel forced to buy 

risk because of ongoing central bank liquidity more than any other 

factor.

These are the key, top-down tensions, we would use to frame the 

portfolio. The net result is a portfolio that has over 50% in local 

currency, very high carry, as well as very low duration. We want 

to be liquid for when the “exit” signs appear and we want to be 

aware of those exit signs.

Vis-à-vis our country-specifi c narrative, which we prefer, one 

key change we have made in the portfolio concerns Venezuela 

(in U.S. dollars). We have not had exposure there for roughly 

two years, having exited completely, citing our concerns about 

social deterioration. (See Venezuela: No Whiskey. No Food. No 
Bond Payments? that we published in January, 2016.) We have, 

however, now returned to the country. First, the social collapse 

has happened (along with a collapse in bond prices), and the 

government is consolidating power: continuing debt payments is 

consistent with its remaining in power, as it has already shown. 

Second, there is risk that Venezuela is working with Russia to 
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postpone obligations, and with China to buy back short-dated debt. 

Third, positioning surveys reveal record low exposure to Venezuela. 

Fourth, any dramatic increase in U.S. intervention could end up being 

bullish if it leads to an overthrow of the current regime. Of course, new 

sanctions from the U.S., short of a coup attempt, would be negative. 

After roughly two years of being out of Venezuela, we have now 

returned.

El Salvador (in U.S. dollars) is another new signifi cant exposure. The 

basic story there is that the two major parties have fi nally stopped 

playing brinksmanship with the country’s budget and are working on 

fi scal reform, which could even lead to an IMF program.

In Russia (local currency), we have increased exposure, but our view 

has not really changed. We had exposure, wanted to increase it, 

but were worried about seasonal outfl ows. These outfl ows are now 

over, so we have increased our exposure. We will not bore you 

with a litany of good policy in Russia. (We wrote about it in a piece 

called Russia: Best. Policy. Ever). Similarly in South Africa (local 

currency) we increased exposure. Here, we were not comfortable 

being underweight, so we moved to a neutral position. There is 

limited positioning, together with high real interest rates, an adjusted 

current account, and the chance that the politics may turn around by 

the December African National Congress conference to choose its 

presidential candidate. 

As regards our funders, we reduced local exposure in Poland, 

Mexico, and Israel. We have nothing bad to say about Poland’s 

macroeconomic situation – the economy is currently expanding at a 

very healthy pace, infl ation is low, fi scal performance is better than 

expected, and the central bank is not in a hurry to hike rates. However, 

markets grew accustomed to the “goldilocks1”  macro background 

and there are no obvious additional catalysts on the horizon. At the 

same time, the government’s battle with the EU about its judicial reform 

appears to be intensifying and this creates unnecessary headline risks. 

Regarding Mexico, the uncertainty surrounding the NAFTA negotiations 

is back – quite unexpectedly. The pre-election noise is increasing 

(it looks like the campaign will be rather vicious), while the growth 

outlook is back to the “bleak” stage. We believe that the economy 

would benefi t from some policy support (rate cuts), but persistently high 

infl ation will prevent this from happening in the next fi ve to six months. 

Finally, Israel’s defl ation relapse (-0.7% year-on-year in July) means that 

the risk of foreign exchange interventions is back. At the same time, the 

Bank of Israel does not seem too eager to push the policy rate into the 

negative territory. As such, the upside for both rates and the currency 

appears very limited at this stage.

Exposure Types and Signifi cant Changes
The changes to our top positions are summarized below. Our largest 

positions are currently: South Africa, Ukraine, Brazil, and Russia. 

•        We increased local currency exposure in Russia, South Africa, 

and Colombia. In Russia, disinfl ation is gathering pace, paving 

the way for more policy easing by the central bank. In terms of 

our investment process, this translates into the improved policy/

politics score. In South Africa, the latest political developments 

indicate that Cyril Ramaphosa’s chances of becoming the 

country’s next president are improving – which is likely to be a 

market-friendly outcome. At the same time, infl ation is edging 

down giving the South African Reserve Bank more room to 

cut rates in the coming months. These developments improve 

South Africa’s policy/politics score. In Colombia, the currency 

weakened too much relative to the price of oil and the central 

bank delivered another policy rate cut (as expected). In terms of 

our investment process, this strengthened Colombia’s correlation 

and policy/politics scores. 

•       We increased hard currency sovereign exposure in Venezuela 

and El Salvador. In Venezuela, even though the macroeconomic 

situation remains dire, the government appears to be in position 

to get more funding from Russia and China, thereby reducing 

the near-term probability of default. In terms of our investment 

process, this improves the correlation score for the country. In 

El Salvador, the government is working with the opposition to 

secure additional sources of revenue for the budget – including 

the Value Added Tax (VAT) tax. In terms of our investment 

process, this improves the policy/politics score for the country. 

•       We reduced local currency exposure in Mexico, Poland, 

and Uruguay. In Mexico, the uncertainty about the NAFTA 

negotiations is back, the growth outlook remains weak, and the 

fact that infl ation is well above the central bank’s target argues 

against policy easing any time soon. In terms of our investment 

process, this worsens the policy/politics score for the country. In 

Poland, there are no additional positive macro catalysts, whereas 

the on-going confrontation between the government and the 

EU on legal issues is likely to keep the headline risk elevated – 

worsening the policy/politics score for the country. In Uruguay, 
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the valuations worsened after the multi-week rally and our process 

told us to reduce exposure to the existing local bonds.

•       We reduced hard currency sovereign exposure in Belarus, as well 

as hard currency quasi-sovereign and local currency exposure in 

Israel. In Belarus, further upside was limited following a strong rally. 

In terms of our investment process, this resulted in the worsening 

vulnerability score for the country. In Israel, persistently low infl ation 

(defl ation) increased the chances of foreign exchange interventions 

by the Bank of Israel. In terms of our investment process, this resulted 

in the worsening vulnerability score for the country.

Fund Performance
The VanEck Unconstrained Emerging Markets Bond Fund (Class A shares 

excluding sales charge) gained 1.52% in August, compared to 1.78% for 

the 50/50 J.P. Morgan Government Bond Index-Emerging Markets Global 

Diversifi ed (GBI-EM) local currency and the J.P. Morgan Emerging Markets 

Bond Index (EMBI) hard-currency index. 

The Fund’s biggest winners were Argentina, Ukraine, and Russia. The 

Fund’s losers included Brazil, Uruguay and Poland. Turning to the market’s 

performance, the GBI-EM’s biggest winners were Russia, Chile, and 

Colombia. The biggest losers were Philippines, Argentina, and Romania. 

The EMBI’s biggest winners were El Salvador, Argentina, and Iraq. The 

biggest losers were Venezuela, Namibia, and Lebanon.

†Monthly returns are not annualized.  
1Investopedia: A goldilocks economy is an “economy that is not so hot that it causes infl ation, and not so cold that it causes a recession.”

Please note that the information herein represents the opinion of the portfolio manager and these opinions may change at any time and from time to time.

Diversifi cation does not assure a profi t or prevent against a loss.

Expenses: Class A: Gross 1.68%; Net 1.25%. Expenses are capped contractually until 05/01/18 at 1.25% for Class A. Caps exclude certain expenses, such 
as interest. Please note that, generally, unconstrained bond funds may have higher fees than core bond funds due to the specialized nature of their strategies. 

The tables above present past performance which is no guarantee of future results and which may be lower or higher than current performance. Returns 
refl ect temporary contractual fee waivers and/or expense reimbursements. Had the Fund incurred all expenses and fees, investment returns would have 
been reduced. Investment returns and Fund share values will fl uctuate so that investors’ shares, when redeemed, may be worth more or less than their 
original cost. Fund returns assume that dividends and capital gains distributions have been reinvested in the Fund at Net Asset Value (NAV). An index’s 
performance is not illustrative of the Fund’s performance. Index returns assume that dividends of the index constituents in the index have been reinvested. 
Investing involves risk, including loss of principal; please see disclaimers on next page. current to the most recent month ended.

Average Annual Total Returns (%) as of August 31, 2017

1 Mo† 3 Mo† YTD 1 Yr 3 Yr 5 Yr Life

Class A: NAV (Inception 7/9/12) 1.52 3.54 10.24 9.02 -2.18 1.28 1.67

Class A: Maximum 5.75% Load -4.29 -2.45 3.94 2.78 -4.09 0.09 0.51

50 GBI-EM GD / 50% EMBI GD 1.78 3.43 11.80 7.44 2.26 2.48 --

Average Annual Total Returns (%) as of June 30, 2017

1 Mo† 3 Mo† YTD 1 Yr 3 Yr Life

Class A: NAV (Inception 7/9/12) 0.81 1.83 7.34 6.49 -2.98 1.18

Class A: Maximum 5.75% Load -5.02 -4.03 1.21 0.42 -4.87 -0.01

50 GBI-EM GD / 50% EMBI GD 0.16 2.93 8.26 6.26 1.28 --
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Duration measures a bond’s sensitivity to interest rate changes that refl ects the change in a bond’s price given a change in yield. This duration measure 
is appropriate for bonds with embedded options. Quantitative Easing by a central bank increases the money supply engaging in open market operations 
in an effort to promote increased lending and liquidity. Monetary Easing is an economic tool employed by a central bank to reduce interest rates and 
increase money supply in an effort to stimulate economic activity. Correlation is a statistical measure of how two variables move in relation to one other. 
Liquidity Illusion refers to the effect that an independent variable might have in the liquidity of a security as such variable fl uctuates overtime. A Holdouts 
Issue in the fi xed income asset class occurs when a bond issuing country or entity is in default or at the brink of default, and launches an exchange offer 
in an attempt to restructure its debt held by existing bond holding investors. Carry is the benefi t or cost for owning an asset.

All indices are unmanaged and include the reinvestment of all dividends, but do not refl ect the payment of transaction costs, advisory fees or expens-
es that are associated with an investment in the Fund. An index’s performance is not illustrative of the Fund’s performance. Indices are not securities in 
which investments can be made. The Fund’s benchmark index (50% GBI-EM/50% EMBI) is a blended index consisting of 50% J.P. Morgan Govern-
ment Bond Index-Emerging Markets (GBI-EM) Global Diversify and 50% J.P. Morgan Emerging Markets Bond Index (EMBI). The J.P. Morgan GBI-EM 
Global Diversifi ed tracks local currency bonds issued by Emerging Markets governments. The J.P. Morgan EMBI Global Diversifi ed tracks returns for 
actively traded external debt instruments in emerging markets, and is also J.P. Morgan’s most liquid U.S-dollar emerging markets debt benchmark. 

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The Index is used 
with permission. The index may not be copied, used or distributed without J.P. Morgan’s written approval. Copyright 2017, J.P. Morgan Chase & Co. 
All rights reserved. 

Please note that the information herein represents the opinion of the portfolio manager and these opinions may change at any time and from time to 
time and portfolio managers of other investment strategies may take an opposite opinion than those stated herein. Not intended to be a forecast of 
future events, a guarantee of future results or investment advice. Current market conditions may not continue. Non-VanEck proprietary information con-
tained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of this material may be reproduced in any form, 
or referred to in any other publication, without express written permission of Van Eck Securities Corporation ©2017 VanEck.

Investing involves risk, including loss of principal. You can lose money by investing in the Fund. Any investment in the Fund should be part of an over-
all investment program, not a complete program. The Fund is subject to risks associated with its investments in emerging markets securities. Investing 
in foreign denominated and/or domiciled securities may involve heightened risk due to currency fl uctuations, and economic and political risks, which 
may be enhanced in emerging markets. As the Fund may invest in securities denominated in foreign currencies and some of the income received by 
the Fund will be in foreign currencies, changes in currency exchange rates may negatively impact the Fund’s return. Derivatives may involve certain 
costs and risks such as liquidity, interest rate, market, credit, management and the risk that a position could not be closed when most advantageous. 
The Fund may also be subject to credit risk, interest rate risk, sovereign debt risk, tax risk, non-diversifi cation risk and risks associated with non-invest-
ment grade securities. Please see the prospectus and summary prospectus for information on these and other risk considerations. 

Investors should consider the Fund’s investment objective, risks, charges,  and expenses of the investment company carefully before investing. Bond and 
bond funds will decrease in value as interest rates rise. The prospectus and summary prospectus contain this and other information. Please read them 
carefully before investing. Please call 800.826.2333 or visit vaneck.com for performance information current to the most recent month end and for a 
free prospectus and summary prospectus.

International Monetary Fund (IMF) is an international U.S.-based organization of 188 countries focused on international trade, fi nancial stability, 
and economic growth.


