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Q3 2020 Commentary: Emerging Market 

Bond ETF (EMBD) 

Authored by: During Q3, the actively managed Global X Emerging Markets Bond ETF (EMBD) outperformed its 

benchmark, the JPMorgan EMBI Global Core Index, by 72 basis points, primarily due to security selection of 

corporate issuers. EMBD took advantage of price dislocations caused by forced selling in the market and 

invested in fallen angels and downgraded corporate issuers. These investments positively contributed to 

EMBD’s performance as credit spreads recovered while markets absorbed rating impacts.  

EMBD’s overweight positions and security selection in corporate issuers within Brazil’s pulp paper sector 

positively contributed to relative performance, while local currency depreciation helped improve issuers’ 

earnings profiles. An overweight in Moroccan phosphate producers also positively contributed, as phosphate 

prices rose. Overweight positions and security selection within Colombia and India also contributed to 

outperformance, with macroeconomic conditions in both countries improving with the easing of lockdown 

measures. The fund’s underweight positions in Argentina and sub-Saharan African issuers also had a 

positive contribution.  

The main detractor from performance was the underweighting to Sri Lanka, which posted a 7.8% gain after 

the nation’s parliamentary election in August solidified President Rajapaksa's position and ultimately 

reduced political uncertainty. As the macro backdrop for risk assets improved on the back of the continued 

global economic recovery, EMBD increased its credit spread duration exposure during the sell-off in 

September. 

 

Outlook 

Despite growing concerns of a second wave of COVID-19, which could slow or reverse the momentum of 

the ongoing economic recovery, we are cautiously optimistic over the medium term. We expect that global 

growth will continue to recover into 2021 with supportive monetary and fiscal policy measures. We expect 

that key growth drivers will come from Europe, as the continent starts implementing EU recovery funds in 

Q4, while China continues its strong recovery. The increased possibility of a Democratic Party sweep in the 

upcoming US elections may result in a second major Coronavirus fiscal stimulus package, which could 

further boost growth heading into 2021. But, the uncertainty around the US elections should not be 

overlooked, nor should the potential for a divided or gridlocked Congress, which may impede fiscal stimulus 

efforts. Overall, we anticipate that supportive monetary policy measures helping companies rebuild liquidity 

buffers may guard against adverse macro developments.  

As for EM, we maintain our cautious outlook and anticipate a continued divergence between regions, 

countries, and issuers going into 2021. Our preference for high-quality assets over high-risk assets remains 

in-place as fundamentals for weaker quality issuers are still under pressure. A leading risk for EM issuers is 

the potential for multinational organizations such as the G20 or IMF to pressure for burden-sharing within 

the private sector. Conservative corporate management behaviors focused on strengthening balance sheets 

before the pandemic provided resilience, while the burden of dealing with health care expenses and 

recovery efforts still falls largely on public sector balance sheets, further deteriorating the public sector’s 

credit profile. Given these considerations, we continue to prefer EM corporates over EM high-yield sovereign 

issuers. 
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Despite such headwinds, global central banks' ample liquidity coupled with the fragile economic recovery 

may bring capital flows back into emerging debt markets. Given a historically low-yield environment for 

developed markets, we believe the active strategy to differentiate among EM countries facing varying 

degrees of fiscal, external, and political pressures will be critical in navigating volatile markets. 

 

 
SEI Investments Distribution Co. (1 Freedom Valley Drive, Oaks, PA, 19456) is the distributor for the Global X Funds.  

Investing involves risk, including the possible loss of principal. International investments may involve risk of capital loss from unfavorable 
fluctuation in currency values, from differences in generally accepted accounting principles, or from economic or political instability in other 
nations. Emerging markets involve heightened risks related to the same factors as well as increased volatility and lower trading volume. High 
yield bonds involve greater risks of default or downgrade and are more volatile than investment grade securities, due to the speculative nature 
of their investments. EMBD is actively managed, which could increase its transaction costs (thereby lowering its performance) and could 
increase the amount of taxes you owe by generating short-term gains, which may be taxed at a higher rate. EMBD is non-diversified. 

Carefully consider the Fund’s investment objectives, risks, and charges and expenses before investing. This and other information 
can be found in the Fund’s summary or full prospectuses, which may be obtained by calling 1.888.493.8631, or by visiting 
globalxetfs.com. Please read the prospectus carefully before investing. 

As an actively managed Fund, EMBD does not seek to replicate a specified index and is subject to increased credit and default risk, where 
there is an inability or unwillingness by the issuer of a fixed income security to meet its financial obligations, debt extension risk, where an 
issuer may exercise its right to pay principal on an obligation later than expected, as well as interest rate/maturity risk, where the value of the 
Fund’s fixed income assets will decline because of rising interest rates. 

EMBD’s benchmark index is the JPMorgan EMBI Global Core Index, which is a broad, diverse U.S. dollar denominated emerging markets debt 
benchmark that tracks the total return of actively traded debt instruments in emerging market countries. 

EMBD may invest in securities denominated in foreign currencies. Because the Fund’s NAV is determined in U.S. dollars, the EMBD’s NAV 
could decline if currencies of the underlying securities depreciate against the U.S. dollar or if there are delays or limits on repatriation of such 
currencies. Currency exchange rates can be very volatile and can change quickly and unpredictably. 

This information contains a manager’s opinion, is not intended to be individual or personalized investment or tax advice, and should not be used 
for trading purposes. 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will 
reduce returns.  

Global X Management Company LLC serves as an advisor to Global X Funds. The Funds are distributed by SEI Investments Distribution Co. 
(SIDCO), which is not affiliated with Global X Management Company LLC or Mirae Asset Global Investments. Global X Funds are not 
sponsored, endorsed, issued, sold or promoted by JPMorgan, nor does JPMorgan make any representations regarding the advisability of 
investing in the Global X Funds. Neither SIDCO, Global X nor Mirae Asset Global Investments are affiliated with JPMorgan. 
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