
Average Annual Total Returns (%) as of December 31, 2023 

1 Month† 3 Month† YTD 1 Year 3 Year 5 Year 10 Year

Class A: NAV (Inception 07/09/12)  3.88  8.36  10.91  10.91 -0.79  4.14  1.80 

Class A: Maximum 5.75% load -2.09  2.13  4.53  4.53 -2.73  2.92  1.20 

Class I: NAV (Inception 07/09/12)  3.81  8.43  10.97  10.97 -0.49  4.46  2.10 

Class Y: NAV (Inception 07/09/12)  3.80  8.40  11.03  11.03 -0.57  4.39  2.03 

50% GBI-EM/50% EMBI 3.97 8.63 11.95 11.95 -3.31 1.46 1.71
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In November, the VanEck Emerging Markets Bond Fund was up 3.88% in December, compared to 4.12% for its benchmark. 
Egypt (dollar-denominated) was the biggest outperformer, along with Chile (local- and hard-currency) and Colombia (local-
currency). Thailand, Indonesia, and Romania (all local-currency) were the underperformers. We increased exposure to some 
Asian local markets that lagged in late 2023 such as Indonesia and Malaysia. In Latin America we are set to increase our 
exposures in local-currency, particularly Chile and Brazil. We intend to keep duration in line with the benchmark’s. The Fund 
ended December with carry of 7.0%, yield to worst of 8.9%, duration of 6.2, and nearly 50% of the Fund in local currency. Our 
biggest exposures are Mexico (local and hard), China (primarily hard), and Malaysia (primarily local). 
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Bull or Bear? Emerging Markets 
Bonds Outperform in Both

Eric Fine
Portfolio Manager, Emerging Markets Fixed Income 

Emerging markets bonds once again outperformed DM bonds, this time in 
a bond bull market year.

† Returns less than one year are not annualized.

Expenses: Class A: Gross 2.55%, Net 1.22%; Class I: Gross 2.51%, Net 0.87%; Class Y: Gross 2.91%, Net 0.97%. Expenses are capped 
contractually until 05/01/24 at 1.25% for Class A, 0.95% for Class I, 1.00% for Class Y. Caps excluding acquired fund fees and expenses, interest, 
trading, dividends, and interest payments of securities sold short, taxes, and extraordinary expenses.

The performance data quoted represents past performance. Past performance is not a guarantee of future results. Investment return 
and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or less than their 
original cost. Performance may be lower or higher than performance data quoted. Please call 800.826.2333 or visit vaneck.com for 
performance current to the most recent month ended.

The “Net Asset Value” (NAV) of a Fund is determined at the close of each business day, and represents the dollar value of one share of the fund; it 
is calculated by taking the total assets of the fund, subtracting total liabilities, and dividing by the total number of shares outstanding. The NAV is 
not necessarily the same as the ETF’s intraday trading value. Investors should not expect to buy or sell shares at NAV.

https://www.vaneck.com/us/en/
https://www.vaneck.com/us/en/investments/emerging-markets-bond-fund-embax/overview/
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1. The Fed-pause-induced rally appears overdone – be cautious on duration. Fed fund futures are pricing in about 
double the amount of 2024 cuts than the median of the Fed’s “dot plot”. This remains the key challenge going into 2024 
– an easing cycle is already priced. That it all “happened” in just the last two months of 2023 underlines the vulnerability 
of this goldilocks scenario. Because of the centrality of U.S. interest rates to global asset prices, “everything” rallied in 
November and December following the stronger dovish turn in the U.S. bond market. Especially emerging markets (EM) 
local currency, whose central banks generally hiked interest rates earlier and more than their developed markets (DM) 
counterparts. 

2. Nothing about the U.S.fiscal stance looks likely to adjust – the path of annual fiscal deficits around 6%-8% 
for the next several years appears set-in-stone, regardless of political outcomes. Fed Chair Powell, unusually, 
raised the “unsustainability” of U.S. finances as a challenge for monetary policy, allowing the market to actually consider 
the implications rather than ignore them. At the least, this cautions us against duration – neutral to our benchmark 
is about as high as we see appropriate. This is of course especially true for investment-grade/low-spread/high-quality 
bonds that are much more like U.S. Treasury proxies following the end-of-2023 rally. 
 
Speaking of debt sustainability, look out for our upcoming white paper entitled “Fiscal Dominance: The Clarifying Lens”, in 
which we conclude that the perceived-to-be-safe DM bond markets face much more challenging headwinds than do the 
perceived-to-be-risky EM bond markets.)

3. Seeing Red – the Israel/Hamas conflict is only contained temporarily; expect steady escalation and 
increasing focus on a global “stagflation” scenario. What was most unusual about the market reaction to the 
October 7 attacks was the collapse in oil prices. Underneath that market reaction was a successful effort on the part of 
the U.S. and its regional allies to prevent conflict expansion (though not to prevent escalation, to our eye). It was why we 
held our noses (because Egypt has serious long-term debt-sustainability issues) and accumulated positions in Egypt’s 
dollar-denominated bonds after they sold off on back of the conflict – financial support for Egypt from the IMF and 
bilateral lenders would be increased as a result of the conflict, we surmised. The bonds have rallied, discounting this 
erstwhile (to us) stability. Note that the position in Egypt was not especially material, it’s in our benchmark, and we are 
citing it only to be very precise about our reasoning. 

4. This absence of conflict expansion was anomalous. Following reported attacks on shipping by Houthi forces in 
Yemen (which specifically referenced the Israel/Hamas conflict), we now see the conflict as expanding and escalating. 
The US’s Operation Prosperity Guardian represents to most actors direct U.S. support for Israel (whether that 
perception is correct or not is irrelevant to our point), which greatly complicates U.S. plans. First, U.S. regional allies 
find it hard to position their US-guided foreign policy stances with their own populations (part of the reasoning behind 
increased support from U.S. and regional allies for Egypt going into recent elections). More important, U.S. Central 
Command communications now include “Iran-backed” descriptors of Houthi forces. Again, the true degree of Iranian 
involvement is irrelevant for our point – from a game theory standpoint, the descriptor means it is a fact for U.S. 
planners and Iran, by definition, has to accept the label. The actuality that a Maersk ship was reportedly attacked after 
Operation Prosperity Guardian is also obviously even more destabilizing. 

5. All of this is a good reminder that while most asset prices are linked to U.S. economic developments 
(recession risk in particular), EM issuers are often commodities exporters and thus have an additional 
argument (against U.S. High Yield or U.S. Investment Grade, for example) in 2024 if a “stagflation” scenario 
materializes. Crudely, U.S. high yield is a function of U.S. recession risk, while EM is less of a function. More specifically, 
to us the above translates into caution on duration and attraction to curated carry, which can cushion a bumpy year 
and may still generate returns. Even more specifically, we are looking at reducing exposure to high-rated, long-duration 
dollar-denominated bonds (in Chile, Poland, and the Gulf) and increasing exposure to higher-carry, shorter-duration 
bonds (in Chile and Poland). Many of the higher-rated, long-duration dollar-denominated bonds are U.S. Treasury 
proxies right now. Many of the high-carry, neutral-duration local-currency denominated bonds are supported (or not) by 
more than just the U.S. economic trajectory.

6. Looking back at both 2022 and 2023 gives a clearer impression than just looking back at 2023, especially 
given that almost all of 2023’s returns were in November and December. What a difference a perspective-
change can make. Everyone is focused on the magical 365-day period that ends December 31 because…astronomy! 
This obviously masks non-astronomical cycles and phenomena so we thought we’d compare 2023 to the past two 
years (2022 and 2023). A lot jumps out. Initially, one could look at 2023 and note that all bonds performed well, with 
EM happening to perform best. But if you include 2022, one sees that over the entire period EM bonds also performed 
better. So, the key conclusion seems to us to be not that all bonds simply rallied in 2023 with EM happening to be the 
highest beta winner. In down markets, like the one experienced in 2022 EM also outperformed (see Exhibit 1). Something 
else (i.e., something other than pure beta) is driving returns. We argue in our white paper on fiscal dominance (which will 
be published later this month) that what is driving EM returns is superior fundamentals relative to their bond premia. 
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Source: J.P. Morgan and ICE Data Indices. Local Currency EM is represented by J.P. Morgan GBI-EM Global Diversified Index; Hard 
Currency EM is represented by J.P. Morgan EMBI Global Diversified Index; Treasuries represented by ICE BofA US Treasury Index; Bunds 
represented by ICE BofA German Government Index; Global Agg represented by ICE BofA Global Broad Market Index; JGBs represented by 
ICE BofA Japan Government Index; Gilts represented by ICE BofA UK Gilt Index. 

Exposure Types and Significant Changes
The changes to our top positions are summarized below. Our largest positions in December were Mexico, Brazil, 
Malaysia, Colombia, and Indonesia:

 ▪ We increased our local currency exposure in Malaysia and Indonesia. The key factors in both countries were 
successful disinflation, FX correlation with China’s rebound, and the currencies lagged reaction to the Fed’s dovish 
pivot. In terms of our investment process, this improved the technical test score for both countries. 

 ▪ We also increased our hard currency sovereign exposure in Suriname. The country successfully completed the 
debt restructuring process (both with the official and private sectors), delivering the new bonds to investors. In 
addition, the IMF completed the fourth review of its Extended Fund Facility program with Suriname. In terms of our 
investment process, both developments improved the policy test score for the country. 

 ▪ We reduced our local currency exposure in South Africa, Mexico, and Brazil. Brazil’s reduction mostly reflected the 
monthly price action, but in Mexico we became concerned about stretched positioning (it was a very popular long 
both in rates and FX), as well as the country’s exposure to the US election cycle. This worsened Mexico’s technical 
test score. As regards South Africa, the key reasons were domestic political (elections) and fiscal issues, as well as 
the country’s exposure to China’s growth hiccups. These factors worsened the country’s technical, economic, and 
policy test scores. 

 ▪ We also reduced our hard currency sovereign exposure in Bahrain and Angola. The main negatives in Bahrain 
(especially as regards the technical test score) were the US growth downturn and its negative impact on oil demand 
to which Bahrain is very sensitive at these spread levels. In Angola, we noted less attractive valuations, and no 
obvious positive market catalysts (including a lack of upside in oil prices), which worsened the country’s technical 
test score. It also has a high breakeven oil price. 

 ▪ Finally, we reduced our hard currency corporate exposure in Israel. Geopolitical tensions in the region show no 
signs of abating. Israel’s policy framework is rock solid, but local assets might be exposed to geopolitical hiccups for 
many months to come. The bonds were priced for perfection.

EM did best in 2023
and 2022/2023
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Exhibit 1 – EM Bonds Performed Better in Both Bond Bull and Bear Markets
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Disclosures

This is not an offer to buy or sell, or a recommendation to buy or sell any of the securities, financial instruments or digital assets mentioned herein. The 
information presented does not involve the rendering of personalized investment, financial, legal, tax advice, or any call to action. Certain statements contained 
herein may constitute projections, forecasts and other forward-looking statements, which do not reflect actual results, are for illustrative purposes only, are 
valid as of the date of this communication, and are subject to change without notice. Actual future performance of any assets or industries mentioned are 
unknown. Information provided by third party sources are believed to be reliable and have not been independently verified for accuracy or completeness and 
cannot be guaranteed. VanEck does not guarantee the accuracy of third party data. The information herein represents the opinion of the author(s), but not 
necessarily those of VanEck or its other employees.

Duration measures a bond’s sensitivity to interest rate changes that reflects the change in a bond’s price given a change in yield. This duration measure is 
appropriate for bonds with embedded options. Carry is the benefit or cost for owning an asset. Yield to worst is a measure of the lowest possible yield that can 
be received on a bond with an early retirement provision. Averages are market weighted. The yields presented do not represent the performance of the Fund. 
These statistics do not take into account fees and expenses associated with investments of the Fund.

All indices are unmanaged and include the reinvestment of all dividends, but do not reflect the payment of transaction costs, advisory fees or expenses that 
are associated with an investment in the Fund. Certain indices may take into account withholding taxes. 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 Government Bond Index-Emerging Markets (GBI-EM) 
Global Diversified and 50% J.P. Morgan Emerging Markets Bond Index (EMBI). The J.P. Morgan GBI-EM Global Diversified tracks local currency bonds issued by 
Emerging Markets governments. The J.P. Morgan EMBI Global Diversified 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 2023, J.P. Morgan Chase & Co. All rights 
reserved.

J.P. Morgan GBI-EM Global Diversified Index tracks local currency denominated EM government debt. The index weighting methodology limits the weight of 
countries with larger debt stocks, with a maximum of 10%.

J.P. Morgan EMBI Global Diversified Index is comprised of U.S. dollar-denominated Brady bonds, Eurobonds, and traded loans issued by emerging markets 
sovereign and quasi-sovereign entities. The index weighting methodology limits the weight of countries with larger debt stocks.

ICE BofA US Treasury Index racks the performance of EUR denominated sovereign debt publicly issued by the German government in the German domestic or 
eurobond market. 

 ICE BofA German Government Index tracks the performance of EUR denominated sovereign debt publicly issued by the German government in the German 
domestic or eurobond market.

ICE BofA Global Broad Market Index tracks the performance of investment grade debt publicly issued in the major domestic and eurobond markets, including 
sovereign, quasi-government, corporate, securitized and collateralized securities

ICE BofA Japan Government Index tracks the performance of JPY denominated sovereign debt publicly issued by the Japanese government in its domestic 
market.

 ICE BofA UK Gilt Index tracks the performance of JPY denominated sovereign debt publicly issued by the Japanese government in its domestic market.

You can lose money by investing in the Fund. Any investment in the Fund should be part of an overall investment program, not a complete program. The Fund is 
subject to risks which may include, but are not limited to, risks associated with active management, credit, credit-linked notes, currency management strategies, 
derivatives, emerging market issuers, energy sector, ESG investing strategy, foreign currency, foreign securities, hedging, high portfolio turnover, high yield 
securities, interest rate, LIBOR replacement, market, non-diversified, operational, restricted securities, investing in other funds, sovereign bond, and special 
risk considerations of investing in Latin American issuers, all of which may adversely affect the Fund. Emerging market issuers and foreign securities may be 
subject to securities markets, political and economic, investment and repatriation restrictions, different rules and regulations, less publicly available financial 
information, foreign currency and exchange rates, operational and settlement, and corporate and securities laws risks. Derivatives may involve certain costs and 
risks such as liquidity, interest rate,  
and the risk that a position could not be closed when most advantageous.

ESG integration is the practice of incorporating material environmental, social and governance (ESG) information or insights alongside traditional measures into 
the investment decision process to improve long term financial outcomes of portfolios. Unless otherwise stated within an active investment strategy’s 
investment objective, inclusion of this statement does not imply that an active investment strategy has an ESG-aligned investment objective, but 
rather describes how ESG information may be integrated into the overall investment process.

ESG investing is qualitative and subjective by nature, and there is no guarantee that the factors utilized by VanEck or any judgment exercised by VanEck will 
reflect the opinions of any particular investor. Information regarding responsible practices is obtained through voluntary or third-party reporting, which may not 
be accurate or complete, and VanEck is dependent on such information to evaluate a company’s commitment to, or implementation of, responsible practices. 
Socially responsible norms differ by region. There is no assurance that the socially responsible investing strategy and techniques employed will be successful. 
An investment strategy may hold securities of issuers that are not aligned with ESG principles.

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.

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.

© 2024 Van Eck Securities Corporation, Distributor, a wholly-owned subsidiary of Van Eck Associates Corporation.

https://www.vaneck.com/us/en/vaneck-vectors/
https://www.vaneck.com/us/en/vaneck-funds/mutual-funds/
https://www.vaneck.com/us/en/institutional/alternative-investments-separate-accounts/

