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A Difficult Start

January was a difficult month for capital markets; government yields rose, and 
curves flattened,1 driven by a hawkish US Federal Reserve. Credit spreads 
moved wider, and equities fell,2 while emerging markets outperformed their 
developed market counterparts.3

The only sectors that performed well were commodities and industrial metals, 
with aluminium outperforming and energy products rising into the double 
digits as supply chain disruptions and surging demand drove prices higher.4

However, the first month of the year was not a standard risk off market 
because it was unusual to see government yields move higher, emerging 
markets outperform developed markets and commodity prices so robust. 

End of Free Money?

In our view, the headline from The Economist sums up best what capital 
markets are facing, “The End of Free Money” 5 and, at the margin, a pickup in 
geopolitical uncertainty and maybe reduced liquidity as Asia moved into the 
Chinese New Year holiday season. 

As a bond investor, this means staying out of low coupon bonds. It also means 
that, as spreads widen, high yield is a buy. Fundamentals will likely remain 
strong and a preference for higher yields could bring buyers back, in our view. 
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Capital at risk. The value of investments and the income from them may 
fall as well as rise and is not guaranteed. Investors may not get back the 
full amount invested.

Despite a shaky start to the year for risk assets, emerging markets have 
held up relatively well and we believe offer encouraging investment 
opportunities which are backed by economic recovery
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But will EM suffer from the end of free money? In the 
period between 1980 to 2000, I would say yes, that is 
exactly were the free money went, but not in the last 10 
years. Today, in aggregate emerging market sovereigns are 
in current accounts surplus,6 driven by high commodity 
prices and strong trade. 

Economic growth is above its long-term trend with fiscal 
deficits falling in comparison to the last two years. Foreign 
exchange reserves are ample, and EM central banks have 
normalised monetary policy ahead of the US. A good 
example is the net supply of EM corporate bonds in 2021, -
US$25bn - the universe shrunk by US$25bn and our 
estimate for this year is that the universe could shrink by 
up to -US$40bn.7

This may be partially due to the Middle East & Africa 
reverting to a previous policy of paying royalties from their 
energy dividends and away from bond issuance. A heavy 
election calendar in Latin America in the second half of 
the year, and a deleveraging trend in Asia should also help 
reduce supply. In our opinion, this time around the free 
money has gone into low-coupon products such as 
investment grade, the technology/digital sector and 
special purpose vehicles.

Investment Themes for 2022

The Reopening Trade
Against this backdrop, we see several themes within 
emerging market corporate debt that we believe present 
interesting investment opportunities. 

In 2021, countries like India, Indonesia and the Philippines 
were hard hit by the Delta Covid variant which stilted 
growth. However, we believe these economies are likely to 
experience a sudden growth surge this year, with 
forecasters currently anticipating growth of 5% for 
Indonesia, 8 9% in India 9 and 6% 10 for the Philippines. 

At a sector level, this theme is likely to feed down into 
areas such as airlines, airports and transportation more 
broadly as consumers resume their travel schedules. We 
also believe we’re likely to see a surge in demand for 
energy as growth picks up steam. 

Coupled with growing awareness and action towards 
combatting climate change, this is likely to result in more 
activity in the renewable energy sector, which could also 
lead to some interesting investment opportunities. 

Global Pricing Power 
With the increased demand for goods and services as 
global economies rebound, we find sectors with global 
pricing power attractive. 

These include mining companies within the commodities 
complex as well as food producers. At the sovereign level 
this translates into a preference for commodity-linked 
countries such as Chile (e.cg. copper and iron ore) and 
Nigeria (e.g., oil, gas and cocoa). 

Deleveraging
The growth and recovery themes should translate into 
deleveraging in sectors such as banks and energy, where 
high pricing power and demand for financing should 
benefit companies looking to pay down debt and shore up 
balance sheets.

Dislocation 
Last year’s Chinese property crunch led to broader sector 
dislocation in the property sector, and we believe has 
created a good entry point in high quality Asian property 
credits. 

Meanwhile sovereign downgrades in countries such as 
Colombia, Mexico, China and Argentina have resulted in 
spread widening in their associated quasi-sovereign 
credits. While the sovereigns are deemed weaker by 
rating agencies this doesn’t necessarily translate into the 
quasi-sovereign credits but offers a good entry point into 
what we believe are attractive credits with solid 
underlying fundamentals, trading at a discount. 

Sell the Rumour, Buy the Fact
Geopolitical risk is an ever-present danger for investors 
globally. Our approach is to the sell the rumour, buy the 
fact and look to be underweight geopolitical and political 
events. 

When the event occurs, we seek value opportunities 
where we can put money to work. Inflation is also 
something to be watched closely as we have discussed. 
However, in aggregate, we believe EM offers several 
interesting recovery themes that investors may seek to 
exploit over the coming months. 

Overall, we prefer high coupon, high yielding credits with 
the potential for further upside, while maintaining a 
focus on fundamental credit analysis to drive our 
investment decisions. 

This material is not intended to be relied upon as a 
forecast, research, or investment advice, and is not a 
recommendation, offer or solicitation to buy or sell any 
securities or to adopt any investment strategy. The 
opinions expressed by Muzinich & Co are as of February 
2022 and may change without notice.
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Index Descriptions

C0A0 - The ICE BofA ML US Corporate Index tracks the performance of US dollar denominated investment grade corporate 
debt publicly issued in the US domestic market. Qualifying securities must have an investment grade rating (based on an 
average of Moody’s, S&P and Fitch), at least 18 months to final maturity at the time of issuance, at least one year 
remaining term to final maturity as of the rebalancing date, a fixed coupon schedule and a minimum amount outstanding 
of $250 million.

HE00 - The ICE BofA ML Euro High Yield Index tracks the performance of EUR dominated below investment grade corporate 
debt publicly issued in the euro domestic or eurobond markets. Qualifying securities must have a below investment grade 
rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to final maturity at the time of issuance, at 
least one year remaining term to final maturity, a fixed coupon schedule and a minimum amount outstanding of EUR 250 
million.   

J0A0 - The ICE BofA ML US Cash Pay High Yield Index tracks the performance of US dollar denominated below investment 
grade corporate debt, currently in a coupon paying period that is publicly issued in the US domestic market.  Qualifying 
securities must have a below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months 
to final maturity at the time of issuance, at least one year remaining term to final maturity as of the rebalancing date, a 
fixed coupon schedule and a minimum amount outstanding of $250 million.

ER00 – The ICE BofA ML Euro Corporate Index tracks the performance of EUR denominated investment grade corporate 
debt publicly issued in the eurobond or Euro member domestic markets. Qualifying securities must have an investment 
grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to final maturity at the time of 
issuance, at least one year remaining term to final maturity, a fixed coupon schedule and a minimum amount outstanding 
of EUR 250 million.  

EMIB – The ICE BofA ML High Grade Emerging Markets Corporate Plus index is a subset of the ICE BofA ML Emerging Markets 
Corporate Plus Index (EMCB) including all securities rated AAA through BBB3, inclusive.

EMHY - The ICE BofA High Yield US Emerging Markets Liquid Corporate Plus Index is a subset of The ICE BofA US Emerging 
Markets Liquid Corporate Plus Index including all securities rated BB1 or lower. The ICE BofA US Emerging Markets Liquid 
Corporate Plus Index tracks the performance of U.S. dollar denominated emerging markets non-sovereign debt publicly 
issued in the major domestic and eurobond markets.

S&P 500 - The Standard & Poor's 500 Index (S&P 500) is an index of 500 stocks seen as a leading indicator of U.S. equities 
and a reflection of the performance of the large cap universe, made up of companies selected by economists.

DAX - The German Stock Index is a total return index of 30 selected German blue chip stocks traded on the Frankfurt Stock 
Exchange. The equities use free float shares in the index calculation. 

MSCI Emerging Markets Index  - The MSCI EM Index is a free-float weighted equity index that captures large and mid cap 
representation across emerging market countries. The index covers approximately 85% of the free float-adjusted market 
capitalisation in each country 

MSCI World Index - The MSCI World Index is a free-float weighted equity index. It was developed with a base value of 100 
as of December 31, 1969. MXWO indexed developed world markets and does not include emerging markets. MXWD includes 
both emerging and developed markets. 

WTI – West Texas Intermediary (WTI) is a light, sweet crude oil that serves as one of the main global oil benchmarks. It is 
the underlying commodity for the NYMEX’s oil futures contract. 

GA10 - The ICE BofA ML Current 10-Year US Treasury Index is a one-security index comprised of the most recently issued 
10-year US Treasury note.

G4D0 – The ICE BofA ML 7-10 Year German Government Index is a subset of the ICE BofA ML German Government Index 
(G0D0) including all securities with a remaining term to final maturity greater than or equal to 7 years and less than 10 
years.

You cannot invest directly in an index, which also does not take into account trading commissions or costs. The volatility 
of indices may be materially different from the volatility performance of an account.
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Important Information

Muzinich & Co. referenced herein is defined as Muzinich & Co., Inc. and its affiliates. This material has been produced for 
information purposes only and as such the views contained herein are not to be taken as investment advice. Opinions are 
as of date of publication and are subject to change without reference or notification to you. Past performance is not a 
reliable indicator of current or future results and should not be the sole factor of consideration when selecting a product 
or strategy. The value of investments and the income from them may fall as well as rise and is not guaranteed and 
investors may not get back the full amount invested. Rates of exchange may cause the value of investments to rise or fall. 
Emerging Markets may be more risky than more developed markets for a variety of reasons, including but not limited to, 
increased political, social and economic instability; heightened pricing volatility and reduced market liquidity.

Alternative investments can be speculative and are not suitable for all investors. Investing in alternative investments is 
only intended for experienced and sophisticated investors who are willing and able to bear the high economic risks 
associated with such an investment. Investors should carefully review and consider potential risks before investing. 
Certain of these risks include: (a) Loss of all or a substantial portion of the investment;(b) Lack of liquidity in that there 
may be no secondary market for interests in the Fund and none is expected to develop in advance of an IPO; (c) Volatility 
of returns; (d) Restrictions on transferring interests; and (e) Potential lack of diversification and resulting higher risk due 
to concentration within one of more sectors, industries, countries or regions.

This material and the views and opinions expressed should not be construed as an offer to buy or sell or invitation to 
engage in any investment activity; they are for information purposes only. Opinions and statements of financial market 
trends that are based on market conditions constitute our judgement as at the date of this document. They are 
considered to be accurate at the time of writing, but no warranty of accuracy is given and no liability in respect of any 
error or omission is accepted. Certain information contained herein is based on data obtained from third parties and, 
although believed to be reliable, has not been independently verified by anyone at or affiliated with Muzinich and Co., its 
accuracy or completeness cannot be guaranteed. Risk management includes an effort to monitor and manage risk but does 
not imply low or no risk

This discussion material contains forward-looking statements, which give current expectations of the Fund’s future 
activities and future performance. Further, no person undertakes any duty or obligation to revise such forward-looking 
statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events. 
Muzinich makes no representation or warranty (express or implied) with respect to the information contained herein 
(including, without limitations, information obtained from third parties) and expressly disclaims any and all liability based
on or relating to the information contained in, or errors omissions from, these materials; or based on or relating to the 
recipient’s use (or the use by any of its affiliates or representatives or any other person) of these materials; or based on 
any other written or oral communications transmitted to the recipient or any of its affiliates or representatives in the 
course or its evaluation of Muzinich.

United States: This material is for Institutional Investor use only – not for retail distribution. Muzinich & Co., Inc. is a 
registered investment adviser with the Securities and Exchange Commission (SEC). Muzinich & Co., Inc.’s being a 
Registered Investment Adviser with the SEC in no way shall imply a certain level of skill or training or any authorization or
approval by the SEC.

Issued in the European Union by Muzinich & Co. (Ireland) Limited, which is authorized and regulated by the Central Bank 
of Ireland. Registered in Ireland, Company Registration No. 307511. Registered address: 32 Molesworth Street, Dublin 2, 
D02 Y512, Ireland. Issued in Switzerland by Muzinich & Co. (Switzerland) AG. Registered in Switzerland No. CHE-
389.422.108. Registered address: Tödistrasse 5, 8002 Zurich, Switzerland. Issued in Singapore and Hong Kong by Muzinich 
& Co. (Singapore) Pte. Limited, which is licensed and regulated by the Monetary Authority of Singapore. Registered in 
Singapore No. 201624477K. Registered address: 6 Battery Road, #26-05, Singapore, 049909. Issued in all other jurisdictions 
(excluding the U.S.) by Muzinich & Co. Limited. which is authorized and regulated by the Financial Conduct Authority. 
Registered in England and Wales No. 3852444. Registered address: 8 Hanover Street, London W1S 1YQ, United 
Kingdom. 2022-02-09-7984
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